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)PRING HOUSING DRIVE 


The FHA speeds the building program 
By HENRY D. RALPH 


Your Bank’s Board of Directors 
By FRANK D. WILLIAMS 


A State Promotes Service Charges 
By ARTHUR VAN VLISSINGEN, Jr. 
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FIELD WAREHOUSE RECEIPTS AS COLLATERAL ... PROPERTY MANAGEMENT ACCOUNTING 
THE WASHINGTON OUTLOOK ... CANADIAN NOTES AND COMMENT... LEGAL DIGEST 


























WHERE DOES HE GO FROM YOU? 


When a reputable man of your community comes to you for a 
relatively small loan of extended term—what is your answer? 
If you explain to him that his loan application does not fit 


your methods of operation, where does he go? 


As we see it, the answer should be Morris Plan—which acts as 
the “personal loan department” for hundreds of successful 
commercial banks which recognize that specialization is the 
key to volume in this field; and that volume is essential to 


profitable operation with moderate charges to the public. 


THE 
< MORRIS 


a 
MORRIS PLAN BANKERS ASSOCIATION 


with which is affiliated the Industrial Bankers Association, Inc. 


15 East FAYETTE STREET + BALTIMORE, MARYLAND 


This series of advertisements 
is sponsored by Morris Plan 
institutions in 89 cities. 
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*LETTERS- 


A Law of Paper Money 





Sirs: Enclosed is an advance copy of ‘““The Economic Forum” 
for April. I think it will interest you particularly because of its 


timeliness. As you will observe, among the few simple conclusions 
is a law of paper money which, to the best of my knowledge and 
belief, is enunciated for the first time. It has, I think, importance 
comparable to ““Gresham’s Law” in regard to coins. 
THoMAs TEMPLE Hoyne, 
Mitchell, Hutchins & Company, New York City 


Epiror’s Notre: This is an interesting publication issued by Mr. Hoyne’s 
company and edited by him. The law reads: As credit more and more usurps the 
place of precious metal that paper money pretends to represent, the value of that 
paper money becomes more and more uncertain. 


Sl * 


Canada’s Mortgage Corporations 


Sirs: I get a lot of helpful suggestions from your columns 
every month. Naturally I am particularly interested in Canadian 
Notes and Comment. 

It has just occurred to me that unless your Canadian corre- 
spondent is strictly a bank man, he might dig up a little information 
occasionally about the 112 trust and mortgage corporations in 
Canada with total assets of $2,883,000,000 as against the total 
assets of ten chartered banks $2,921,000,000. It will be observed 
from these figures that the mortgage and trust companies are 
running a close second and it is possible within a very few years 
that they may top the list in assets. 

G. L. Spry, Advertising Manager, 
The Huron and Erie Mortgage Corporation, 
The Canada Trust Company, London, Canada 
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And See Page 12 


Sirs: I am extremely pleased to receive copy of Mr. John 
Burgess’ manuscript and note that it will appear in the April issue. 
Mr. Burgess is one of the large number of commercial bankers 
in this country who has had actual experience on commodity 
credits under field warehousing procedure, running into many 
millions of dollars, over a period of years, which include the good 
and the bad, and he has made a splendid record both in regard to 
safety of his loans, the intelligence with which he has serviced 
them, and the net income to his bank through attractive interest 
rates. He, therefore, is in a position to write an article on this 
subject, based upon practical experience and not upon theory. 
I am looking forward to seeing the appearance of this article 

in vour most interesting publication. 

A. T. Grsson, President, 

Lawrence Warehouse Company, New York City 


° « 


Letters for the Bank Lobby 


Sirs: For the past six months, we have been running a series 
of weekly letters in an illuminated bulletin board set in the lobby 
of the building outside of the doors to the bank, a photograph 
of which is attached. The overall 
dimensions of the card are 29 x 44 
inches and the letter itself is lighted 
from behind. 

This displays a series of weekly 
letters in the nature of a public 
educational program, progressively 
discussing all sla of the banking 
business, both in general and as re- 
lating to our particular institution. 
Our program is sufficiently elastic 
so that any topics of particular cur- 
rent interest may be written up 
without interrupting too greatly 
the general sequence. The “up- 
keep” is of course negligible and 
BA MERIC \N NATIONAL BANK opportunity is afforded to present 

mF ATAMATZOO information not readily given 
through newspaper advertising or 
editorial comment. 


Duntap C. CuLarkK, President, 


The American National Bank 
of Kalamazoo, Kalamazoo, Mich. 
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Community Welfare Work 


Sirs: I believe you will be interested in the social work in 
which the employees of the Union Trust Company of Rochester 
have been engaged for the past four years. 

The Charity Committee, which includes every employee, has 
assisted more than one hundred families. At present, thirty- 
eight families are on our list and our relief is not a seasonal affair. 
The families helped are thoroughly investigated and the co- 
operation of the City Welfare has avoided duplication of relief. 
The results of this work are very gratifying. We have been able 
to secure work for heads of families; have supplied donated 
clothing; have secured medical aid and in three cases have secured 
Old Age Pensions. We are particularly partial where children are 
concerned, in supplying milk and cod liver oil where they would 
otherwise go without. 

The funds for this work are voluntarily donated by our em- 
sloyees. Personal contact with these people has proved a valuable 
lenin by showing us how fortunate we have all been through this 
depression, and through the interest created in sharing personally 
with these American families. Our help, we believe, has been an 
important factor in the regaining of confidence and self-respect 
in many families. 

E. F. MEINHART, 
Union Trust Company of Rochester, 
Rochester, N. Y. 

















THE TRAVELERS 


L. EDMUND ZACHER, President 


HARTFORD 


Annual Statements 





CONNECTICUT 


December 31, 1934 


THE TRAVELERS INSURANCE COMPANY 


(Seventy-first Annual Statement) 


ASSETS 
U.S. Government Bonds . 
U.S. Govt. Gtd. Bonds 
Other Public Bonds ; 
Railroad Bonds and Stocks 
Public Utility Bonds and Stocks 
Other Bonds and Stocks 
Kirst Mortgage Loans . 
Real Estate—Home Office 
Real Estate—Other ts 
Loans on Company’s policies . 
Cash on hand and in Banks 


. $181,661,098.00 


4,596,200.00 
74,349,041 .00 
64,091 ,173.00 
60,357 ,596.00 
36,88 1,629.00 
78,234,156.72 
12,386,943.61 
40,007 ,429.64 


122,282,347.37 








RESERVES AND ALL OTHER LIABILITIES 
Life Insurance Reserves . $618,384,722.24 
Accident and Health Insurance 


Reserves cy a 9,248 ,310.74 
Workmen’s Compensation and 

Liability Insurance Reserves 45,035,819.95 
Reserves for Taxes . 3,192,723.02 
Other Reserves and Liabilities 2,285,875.89 


Special Reserves 


8,846,861.59 








13,649 ,696.14 Capital $20,000,000.00 
Interest accrued 9,235,784.55 Surplus 17,004,960.80 
Premiums due and deferred 25,656,635.80 
All Other Assets 609,543.40 37,004,960.80 
Tora. . $723,999,274.23 Torar . . .. .. .. . $723,999,274.23 








THE TRAVELERS INDEMNITY COMPANY 


(Twenty-ninth Annual Statement) 


ASSETS 





RESERVES AND ALL OTHER LIABILITIES 








U.S. Government Bonds . $3,785 ,039.00 Unearned Premium and Claim 
Other Public Bonds ; 2,063 ,358.00 Reserves : $7,790,017.25 
Railroad Bonds and Stocks 2,149,592.00 Reserves for Taxes ; 394,543.45 
Public Utility Bonds and Stocks 1,194,167.00 es 
Other Bonds and Stocks 9,279,509.00 Other — and Liakenties 4 vig ip 
lirst Mortgage Loans . 327,500.00 Special Reserves 2 tise ital 
Cash on hand and in Banks 1,663,753.53 Capital $3,000,000.00 
Premiums in Course of Collec- Surplus 5,567,108.88 
tion D = 1,735,300.40 

Interest accrued 97,541.43 8,567,108.88 

TOTAL $22,295 ,760.36 ToraL . . . . . . $22,295,760.36 











THE TRAVELERS FIRE INSURANCE COMPANY 


(Eleventh Annual Statement) 


ASSETS 

U.S. Government Bonds . 
Other Public Bonds 
Railroad Bonds and Stocks 
Public Utility Bonds and Stocks 
Other Bonds and Stocks 
Kirst Mortgage Loans . 
Cash on hand and in Banks 
Premiums in Course of Collec- 

tion 
Interest accrued 


All Other Assets 


TOTAL 


$8 239,000.00 
482,000.00 

1 483,400.00 
3,352,000.00 
1,609,100.00 
250,000.00 
1,535,748.88 


1,368 ,002.89 
139,696.13 
14,168.50 





$18,473,116.40 


oY Additional information about The Travelers Companies, including complete lists of securities, 
is set forth in The Travelers Year Book for 1935. 


RESERVES AND ALL OTHER LIABILITIES 
Unearned Premium and Claim 











Reserves ; $11,413,927.90 
Reserves for Taxes . 411,500.28 
Other Reserves and Liabilities 105,800.34 
Special Reserves 1,983,045.01 
Capital $2,000,000.00 
Surplus 2,558,842.87 

4,558,842.87 
Tota. $18,473,116.40 


Copies will be supplied upon request. 


ALL FORMS OF LIFE, CASUALTY AND FIRE INSURANCE AND ANNUITIES 
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JAMES A. MOFFETT 
FHA Administrator 


BIG spring housing drive to 
A loosen credit and stimulate busi- 

ness has been launched by the 
Federal Housing Administration with 
the aid of banks, contractors, and civic 
committees. 

On the basis of a half year’s experi- 
ence, the FHA has revised its own 
organization, liberalized its credit rules, 
and developed a promotional plan for 
selling better housing to all America. 

Modernization credit, which was the 
first part of the program to get under 





J. HOWARD ARDREY 
Deputy 
Administrator 


ALBERT G. DEANE 
eputy 
Administrator 


HENRY D. RALPH 


Washington Correspondent, The Burroughs Clearing House 


The FHA campaigns to promote modern- 
izing and insured mortgage financing 


way, has gone strong all winter and 
every prospect is for a rush of activity 
this spring and summer, for home 
renovizing is catching. Banks are 
reporting excellent results from their 
short experience with this type of 
personal credit, and many of them are 
planning to go out after this business 
aggressively. 

The long-termed insured mortgage 
plan necessarily was slow in getting 
under way, but except for a few 
restrictive state laws, obstacles have 
been cleared away and banks and other 
financial institutions are taking advan- 
tage of the credit demand which 
FIIA’s promotional drive is creating. 
Some of the big financial institutions 
of the country have been approved as 
mortgagees, and the list of mortgages 
insured is growing daily. 

These two parts of the better hous- 
ing program, covered by Titles I and II 
of the Federal Housing Act, have been 
tied rather closely together through a 
mild reorganization of the FHA head- 
quarters in Washington. As_ the 
foundation of the whole program is 
the stimulation of private credit on a 
sound basis, many of the key men in 
the FHA are former bankers or have 








ROBERT M. CATHERINE 
Director Mortgage Insurance 


had actual experience in financial and 
lending institutions. The FHA is no 
“brain trust” organization; bankers 
and business men find that the officials 
speak their language. 

The operation of Title I, moderniza- 
tion installment credit, is familiar to 
most bankers, and as it is the quickest 
way to start a considerable volume of 
building activity in every community, 
the spring ballyhoo drive will devote 
most of its efforts to repairing and 
remodeling homes and stores. FHA 
people don’t mind calling it ballyhoo, 
either; they admit they are making 
use of every known method of publicity 
to induce people to undertake worth- 
while building now and to let them 
know that a new type of credit is 
available to them through local banks. 
But the home mortgage insurance 
program will come in for its share of 
publicity this spring, and the plans 
call for educational work starting with 
banks and other lending institutions 
and taking in real estate operators, 
builders, home owners and the public 
generally. 

The regulations under Title II have 
been revised on the basis of experience 
in insuring the first mortgages. The 
changes, most of them minor, make 
more workable the general plan of 
the law. 

The revised Circular No. 1, which 
was issued March 15, is divided into 
three parts, first a general explanation 
of the mutual mortgage insurance 
program, second administrative rules, 
and third the regulations. It is antici- 
pated that the regulations will be 
quite permanent with this revision, 
and that any changes in procedure 
found necessary from time to time 
will be embodied in amendments to 
the rules. The revision clears up 
many confusing details. One of these 
deals with the actual date of insurance 


+ . 


These reproductions of advertisements 

give some idea of the manner in which 

banks are supporting FHA modernization 
and mortgage financing 


DOWNING REINBRECHT 
Director Modernization Credits 
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Director B. & L. Relations 


of a mortgage for which a commitment 
has been given, the new language 
making it clear that FHA insurance 
begins on the date on which the lending 
institution completes all the require- 
ments of the commitment application. 

Other important amendments make 
it possible for FHA to approve as 
mortgagees trust companies or trustees 
acting in a fiduciary capacity and also 
mortgage companies, many of which 
act as agents for insurance companies, 
under certain regulations as to auditing 
when not subject to examination by 
any other state or federal supervisory 
body. 

The administration is now prepared 
to supply lending institutions with 
copies of its other circulars relating to 
mortgage insurance, and dealing with 
property standards, low-cost housing 
projects, commitments to insure loans 
to operative builders, and subdivision 
development. As a further aid to 
promoting the plan, banks will be 
supplied with literature to distribute 


to prospective mortgagors, particularly 
“27 Answers to Home Ownership,” a 
leaflet showing procedure in a typical 
case, together with amortization tables 
for all types of loans, and a preliminary 
application for a loan. This last is a 
work sheet and has no legal significance 
but permits the bank officer and home 
owner to discuss the essential informa- 
tion needed before final negotiations 
are entered. 

These changes in the regulations will 
speed up a program which has already 
gained great momentum. A recent 
checkup showed a total of 2,880 insti- 
tutions of all types accepted as mort- 
gagees, not counting their numerous 
branches, and the list is growing daily. 
Of this total, 2,304 were banks, 538 
were building and loan associations, 
26 were old line life insurance com- 
panies, and 12 were miscellaneous 
financial institutions making residence 
loans. 


BANKS were listed jin every state in 

the Union, and in the Territories of 
Hawaii and Alaska. Here are a few 
of the names picked at random from 
the first 2,000: New York —Guaranty 
Trust Company, National City Bank, 
Chase National Bank, City Bank and 
Trust Company, Continental Trust 
Company; Massachusetts — National 
Shawmut Bank of Boston; Texas — 
First National Bank of Fort Worth, 
National Bank of Commerce, Galves- 
ton; Colorado—First National Bank 
of Denver; District of Columbia — 
Riggs National Bank; Chicago — Conti- 
nental Illinois National Bank and Trust 
Company; California —Bank of Ameri- 
ca; Ohio —Cleveland Trust Company, 
Fifth-Third Union Trust Company, 
Cincinnati; Pennsylvania — Forbes 





Loans up to 20 y years 
Under the National Beaches 


(Thin bank is « government-epproved lendieg instiruoon under the National Housing Act) 
In cooperation with the g 's building program, Back 
of America is accepting applications for loans of 20 years maxi- 
suo duration for building or buying new residential property. 
These new long-term building loans, made possible by the 
National Housing Act, are subject to government regulations. 
Information about these requirements may be obtained 
at any branch. 
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Real Estate Loans real estate can be made for new construction or 
Hoy yeaa financing, if property is desirably located. If 
oer tegme Orders = you are seeking a sound real estate loan, you 
Checking Accounts are invited to come in and consult us. F.H.A. re- 
Sele Deposit Boxes pair and improvement loans under Title L of the 
Investment Bonds Act. up to $2.000 will also be considered. 
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National Bank of Pittsburgh, Corn 
Exchange National Bank and Trust 
Company, Philadelphia; New Orleans 
—Hibernia National Bank, Whitney 
National Bank; Georgia — Citizens and 
Southern Bank. 

Among the life insurance companies 
to get on the approved list early were 
the New York Life Insurance Com- 
pany and the Southwestern Life Insur- 
ance Company of Dallas. The Mutual 
Building and Loan Society of Hawaii 
was one of the first building and loan 
associations and was followed by 
several hundred of its mainland 
brethren. 

When the program started last fall 
forty-four states had laws which in 
one way or another prevented state- 
chartered financial institutions from 
co-operating fully with the FHA. Most 
of the state legislatures convened in 
January, and in less than two months 
this condition was corrected by new 
laws in the following states: Arkansas, 
Alabama, California, Idaho, Indiana, 
Louisiana, Montana, New Mexico, 
New Jersey, New York, Ohio, Okla- 
homa, Rhode Island, South Dakota, 
Texas, Maine, Michigan, Wyoming, 
Kansas, Arizona, Washington, Utah, 
Oregon, West Virginia, South Carolina, 
Florida, and the District of Columbia. 

Several other states may be able to 
act this spring, and in others lending 
institutions may take mortgages up 
to 60 per cent of the appraised value 
which permits a large measure of 
operation under the FHA. Only in 
Mississippi, Kentucky, and Virginia 
is it definitely impossible to enact 
legislation this year. 

The field organization for insuring 
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mortgages has been perfected during 
the winter. In every state there is at 
least one insuring office through which 
approved lending institutions can trans- 
act all necessary business without the 
need of referring things to Washington. 
These insuring offices are located in 
the following cities: Birmingham, Ala.; 
Phoenix, Ariz.; Little Rock, Ark.; San 
Francisco and Los Angeles, Calif.; 
Boise, Idaho; Chicago and Spring- 
field, Ill.; Indianapolis, Ind.; Des 
Moines, Lowa; Topeka, Kans.; Louis- 
ville, Ky.; New Orleans, La.; Port- 
land, Me.; Baltimore, Md.; Boston, 
Mass.; Detroit, Mich.; Minneapolis, 
Minn.; Jackson, Miss.; Kansas City 
and St. Louis, Mo.; Helena, Mont.; 

Omaha, Nebr.; Reno, Nev.; Newark, 
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Charleston, S. C.; Sioux Falls, S. D.; 
Memphis, Tenn.; Dallas, Fort Worth, 
Houston and San Antonio, Texas; 
Salt Lake City, Utah; Burlington, Vt.; 
Richmond, Va.;Seattle, Wash. ;Parkers- 
burg, W. Va.; Milwaukee, Wis. and 
Cheyenne, Wyo. 


T most of these offices there is a staff 

of appraisers equipped to pass on 
mortgages submitted for insurance, 
and in smaller centers in each state 
there are fee appraisers employed by 
FHA when needed. All of the ap- 
praisers, both staff and fee, have been 
trained in the FHA appraisers’ school 
and are equipped with (See page 26) 





N. J.; Sante Fe, N. M.; New York 
City, Albany and Buffalo, N. Y.; 
Asheville, N. C.; Bismarck, N. D.; 
Columbus and Cleveland, Ohio; 
Oklahoma City and Tulsa, Okla.; 
Portland, Ore.; Pittsburgh and 
Philadelphia, Pa.; Providence, R. I.; 








Here is information of interest to property owners who wish to 
borrow money for home repairs, remodeling or modernization: 
1. As in the case of other bank loans, the borrower must 
have a good credit standing. 


2. Modernization loans must be paid off in regular monthly install- 
ments, as provided in the National Housing Act. 


3B~ The borrower's annual income must be five times the amount of the 
annual payments on his loan. 


4. Interest is collected in advance at the rate of $5 per $100 per year. 
This amounts to about 8 cents a month for each $10 borrowed. 


FIRST WISCONSIN 
NATIONAL BANK 


OF MILWAUKEE 


We are glad to do our part in the 
Better Housing Program by mak- 
ing sound leans to responsible 
property owners, For sdditionsl 
information, please apply «t our 
SECOND WARD OFFICE, 
North 3rd and West Kilboure. 
Telephone — MArquette 1300. 













Mortgage Loans 





for PURCHASING HOMES 
for IMPROVING PROPERTY 
for REFINANCING MORTGAGES 


INTEREST as low as 5% 
No CommiIssION 


As the first financial institution qualified 
in this state to make mortgage loans under 
the NATIONAL HOUSING ACT, we 
offer borrowers experienced help and 
prompt attention. Seattle Trust Company 
is prepared to make loans without delay 
under either of the following mortgage 
loan plans: 


@ NATIONAL HOUSING ACT LOANS made on 
a 20 year plan at rates as low as $% and paid of 
by single monthly payments that include taxes, fire 
insurance, interest and principal. 


@ SEATTLE TRUST COMPANY PLAN, under 
which more than $50,000,000 has been loaned to 
Washington home owners. Interest rates as low as 
$% and repay ged on ient pays 
ment plans. 





SEATTLE TRUST 

















Has your Building “Kept Step 

















with Business?” 


In recent years, hundreds of business buildings, 
factories and rental properties in Columbus have 
felt the pinch of drastic economy. It is time, 
today, to count the cost. 


In buildings which are occupied or likely to be- 
come so, it is obvious that the expense of normal 
maintenance will be much less than the loss which 
would result from neglect. In addition, the man- 
ufacturer, the merchant or the landlord may well 
ask himself “Is my plant, my store or my apart- 
ment being handicapped in earning power by the 
lack of reasonable improvements?” 


If sound judgment ds such modernizin 
of your property, beth your business and your 
community will benefit by the step. 





THE HUNTINGTON 


sce | NATIONAL BANK 
of Columbus 17 S. High St. 











REAL ESTATE LOANS 





COMPANY 


“The Bank for Savings and Trust Service" 
SECOND AND COLUMBIA 











NDER the National Housing Act, this bank 
U has been authorized to receive applica- 
tions for loans on residential property. Such 


loans are subject to Government regulations. 


Long a leader in real estate financing in this 
section of the country. we shall be glad to dis- 
cuss applications for such loans at our Main 
Office Real Estate Loan Department or al any 
of our Branch Banks conveniently located 


throughout Greater Cleveland and nearby. 


Cleveland Crust 


Member Federal Reserve System 
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Your Bank's Boarp of 


DrrEcTORS 


The author turns the spotlight on the 
board . . . discusses its primary purpose 
... lists its duties and responsibilities 


T must be true that in many banks 
the directors are not particularly 

valuable to the institution, else 
there could hardly be so much said 
about the subject. Just whose fault 
this is, whether of the officers, the 
stockholders, or the directors them- 
selves may be a question. But that it 
is a needless waste of unused ability 
which might be converted into profit 
and security for the banks seems 
beyond all dispute. 

Certainly the directors of our own 
bank are of inestimably great value 
to it. As a matter of common sense, 
they should be. There they are, in 
addition to one active officer of the 
bank, ten energetic, level-headed, well- 
informed, successful business and pro- 
fessional men. They constitute a 
reservoir of ability or energy which by 
proper application can be converted 
into forward motion for the bank. 
The bank might be likened to a loaded 
vehicle. The officers and employees 
are the motor and the transmission. 
If the management functions properly, 
it has behind it a tankful of high- 
powered gasoline. As we see it, the 
principal duty of the officers is to 
apply this reservoir of latent energy so 
that it will move the bank as far and 
as rapidly as possible along the road 
of progress. 

Admittedly, ours is an excellent 
board. It came into existence under 
the most favorable auspices for obtain- 
ing the best available men. All of the 
banks in Iowa City had closed, leaving 
the town bankless. The Chamber of 
Commerce selected a committee of 
leading men to work out the problem, 
and this committee was chosen with 


S 


That the average bank’s directors are 
men of high caliber is amply indi- 
cated in this listing of directors of The 
First Capital National of lowa City 


care and judgment. Some of the men 
had previously been bank directors, 
others had never served. When finally 
they got the new bank organized, the 
members of this committee were pre- 
vailed upon to remain as its board. 
So we have the advantage of having a 
fresh start with men who were and are 
not only well qualified but also sincerely 
interested in giving the community the 
very best banking facilities that it can 
support. 

Before attempting to describe the 
way in which our directors apply them- 
selves to the task, it might be well to 
list this board of eleven members, with 
some of the high spots of their outside 
experience: 

Arthur J. Cox, timber and lumber 
manufacturing; also director of the 
Iowa City Building and Loan Associ- 
ation. Willis W. Mercer, advertising 
specialty manufacturing; also director 
of Iowa City Building and Loan 
Association. George Nagle, chain 
lumber yards. Lee Nagle, chain 
lumber yards; also director of Iowa 
City Building and Loan Association; 
president of the bank. C. A. Phillips, 
dean, College of Commerce, University 
of Iowa. H. L. Rietz, head of depart- 
ment of mathematics, University of 
Iowa; also president of Iowa City 
Building and Loan Association. 
Albert B. Sidwell, president, Sidwell 
Dairy Company. Merritt C. Speidel, 
publisher, Jowa City Press Citizen. 
R. H. Volland, D. D. S., treasurer, 
American Dental Association and for- 
merly its president. Andrew H. Wood, 
M. D., Head of Department of 
Psychiatry and Director of Psycho- 
pathic Hospital, State University of 
Iowa. Frank D. Williams, executive 
vice-president of the bank. 

It deserves comment that this board 
combines men with national interests 
and men with local interests. For 
example, Mr. Mercer’s experience at 
any time with the sale of calendars 
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Under the new banking laws it is hardly safe for directors simply to go through the motions 


by 
FRANK D. WILLIAMS 


Executive Vice-president and Director, The First Capital National Bank 
of Iowa City, Iowa 


and with collections from customers 
gives an excellent cross section of how 
conditions are proceeding everywhere 
in the United States. So does Dr. 
Volland’s contact with the dental 
profession, if we assume that the need 
for dental work remains fairly constant 
and that the office activity and the 
collections of the nation’s dentists is 
an excellent index. Dean Phillips is 
in touch with scores of businesses at 
all times, and likewise must keep cur- 
rently informed on the statistics of 
business. On the local side, Mr. Sid- 
well sells or has sold milk to practically 
everybody in: town and has had a 
universal credit experience; he has 
bought milk of most of the local 
farmers and has a line on them. The 
Nagles have sold lumber similarly. 
All of those directors who are also 
connected with the building and loan 
association —which happens by reason 
of its management and directors to be 
one which has been in position to loan 
money throughout the depression — 
know local home owners. It would be 
possible to list the particular asset of 
wisdom which each director brings to 
the board, but surely you get the idea 
from these instances. 

When we put together all that the 
directors can tell us, even though we 
are situated in a comparatively small 
lowa town we have a pretty good 
picture not only of our community but 
also of American business. And if you 


doubt that the directors contribute 
this information liberally, it is a 
shame you cannot attend a_ board 
meeting! 

Neither the officers nor the directors 
have, in our bank’s three years, 
thought in terms of a board being an 
appendage. With us it is taken for 
granted that the directors are an 
integral part of the bank organization, 
just as are the officers and staff. To 
paraphrase a quotation from history, 
if the law had not given us directors 
we should have been forced to invent 
them. Our officers’ attitude is that 
we are merely the full-time workers 
through whom the board’s ability is 
directly applied day by day; the 
directors are part-time volunteers who 
cheerfully give just as much of them- 
selves as the officers show them the use 
of giving. Inevitably, with this idea 
prevailing, the directors are called on 
frequently and liberally in addition to 
their routine duties. And there con- 
sequently exists among the directors a 
desire not only to help when called on 
but also to look for opportunities to 
help the bank. We have had no 
problem of slacking directors, and 
from the temper of the board it seems 
safe to hazard that if ever a director 
had shown a tendency to shirk he 
would have been brought up short by 
his fellow members. No director ever 
misses a meeting if he is in town and 
well. And the total compensation of 


our directors is $5 apiece per regular 
monthly meeting attended, with no 
extras of any sort. So it cannot be 
the financial incentive which holds 
their enthusiasm. 

Our directors do not serve exten- 
sively in soliciting business, although 
their influence and prestige are not 
negligible factors in creating and 
retaining good will. In our unwritten 
law, the prime purpose of the board 
of directors is to establish bank policy, 
investment policy, loan policy, and 
operating policy. In carrying out 
these policies, the board reserves to 
itself—with the hearty approval of 
the officers —certain of the more impor- 
tant individual decisions. And the 
board further serves to keep a direct 
check to assure that the officers con- 
duct the bank according to these 
approved policies. 


UNDER the new banking laws, it is 

hardly safe for directors to do what 
formerly so many boards did: Go 
through the motions and exercise no 
real control. Where the semi-annual 
directors’ examination was a joke in 
some banks, it is now serious business. 
Our directors would, I know, conduct 
themselves as they do even though 
there were no new banking law; they 
are intrinsically that type of directors. 
But of course they are, under present 
circumstances, merely doing what any 
board is definitely obligated to do by 
the law. To be sure, our directors in 
practice far exceed bare legal mini- 
mums, and by this extra margin might 
be said to be playing extra safe. 

We have two standing committees: 
discounts; and examining. The exam- 
ining committee is made up of George 
Nagle, Mr. Rietz, and Dr. Wood. These 
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committees really accept their responsi- 
bilities; they go far more than halfway 
in meeting them. 

The discount committee meets every 
Monday noon. Every loan, unless on 
its face it is impregnable, goes up to 
the committee before it is made. No 
loan is ever turned down by an officer. 
Every loan application goes to the 
committee, and its disposition is regis- 
tered in the minutes, so that a record 
exists for the guidance and information 
of future committees in acting on any 
future applications from the same 
customers. 

At its meeting there comes before 
the committee a list of every loan 
made since the last meeting, whether 
or not it has been previously authorized. 
There is such a list for each member, 
and he signifies his approval by 
o.k/ing his copy for the minutes. 
Next the committee goes over all 
loans coming due in the next week; 
these are read off the maturity tickler. 
The committee decides whether to 
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renew, reduce, or collect each loan. 
Nor is this a rubber stamp proceeding. 
Each member of the committee knows 
his way around, usually every com- 
mitteeman contributes some bit of fact 
on each application which may be 
unknown to the others. It is becoming 
known in Iowa City that the committee 
will approve all good, self-liquidating 
loans of reasonable maturity. It is 
further generally understood among 
our customers that a loan will take 
about a week to get through. Of 
course, when an emergency application 
comes in—and they do come in occa- 
sionally —we telephone the committee 
members and thus obtain their deci- 
sions. Technically a majority vote is 
required. In practice it must be 
unanimous, for if one member declares 
after hearing all sides that he is 
immovably opposed to a_ proposed 
loan, the rest vote with him to turn 
it down. 

This committee likewise handles the 
bank’s investments. We do not buy 








Statutory Regulations— 


Directors are personally and 
individually liable for violations of 
any of the statutory provisions 
governing the operation of national 
banks. 


When Liable— 


A director incurs this liability 
by either participating in or assent- 
ing to such violations. He is not 
liable for statutory violations by 
officers or other directors of which 
he has no knowledge. 


To Whom Liable— 


A director is personally liable 
for all losses sustained by the 
bank, its stockholders or any other 
person as a result of such viola- 
tions. Action may be brought 
against him personally by anybody 
who has incurred such loss. 


Negligence Liability— 


A director has a general duty to 
“diligently and honestly adminis- 
ter the affairs’’ of the bank and is 
personally liable for his negligence 
in managing the affairs of the 








A Summary of the Liabilities of 
National Bank Directors 


Prepared by 
CHARLES R. ROSENBERG, Jr. 


bank, even though his carelessness 
may not involve any violation of 
the National Bank Act. 


Bad Judgment— 


Directors are not liable for losses 
resulting from mistakes of judg- 
ment as distinguished from negli- 
gence in management. 


Stock Liability— 


As stockholders, directors are 
liable for the debts of the bank up 
to the amount of the par value of 
their shares of stock in addition to 
the amount invested in such stock, 
where shares were issued prior to 
June 16, 1933. This stockholder’s 
liability does not attach to shares 
of stock in national banks issued 
after June 16, 1933. 


Criminal Liability— 

Directors are criminally liable 
for fraud, conversion, embezzle- 
ment, larceny and similar offenses 
in dealing with the bank’s funds 
and assets, subject to the criminal 


law applicable to the particular 
offense. 














or sell any outside investments until 
we have the committee’s o. k. In 
moves where quick action is needed, 
we may call a special meeting. (This 
is much more likely on investments 
than on loans.) 

‘These meetings are valuable from 
many standpoints. One man cannot 
see a picture as well as can five —not 
unless he is an extraordinarily brilliant 
man. Experience has convinced the 
officers that five men’s judgments are 
better than one man’s. It is amazing 
how often one man on the committee 
knows facts which change the whole 
decision. Sometimes these ideas lead 
to a vote of No; quite as often they 
change a No toa Yes. It may be that 
four of us believe that an applicant 
has his affairs in such a tangle that he 
cannot be a good credit risk. The 
fifth member points out that, in his 
private dealings with the applicant, 
there has been evidence in the past 
few months of a rapid change for the 
better, and that furthermore his experi- 
ence has always indicated that the 
applicant is so level-headed that unless 
he foresaw surely where he would get 
the money to repay a loan, he would 
never borrow. Whereupon, convinced 
of the shortcomings of our own infor- 
mation, we pass the loan. Moreover, 
it seems certain that we all feel better 
about making decisions with complete 
mental honesty when the responsibility 
is shared with four fellows. It is 
human nature to play safe, particularly 
in loaning other people’s money. There 
is so much kickback when a loan goes 
wrong that naturally a banker avoids 
taking on some loans which might be 
made. We find that with five sharing 
in the decision, we make more loans — 
and more of them are good. 


OUR examining committee makes an 
examination twice a year. And it is 

a genuine and thorough examination. 
They never notify us in advance, any 
more than would the national exam- 
iners. Some afternoon, just as the 
bank is closing, in walk the three 
directors of this committee. They 
switch all of the employees around, 
each director takes a cage, they count 
up. They practically take two days 
off from their own callings for the 
examination. They check all ledgers, 
including savings ledgers. They go 
through all loans, check every piece of 
collateral. They reconcile accounts 
direct with correspondent banks and 
public treasurers. They go over the 
expense ledgers item by item, and if 
these contain anything they do not 
understand, they come right back on 
the officers for detailed explanations. 
In brief, they follow exactly the 
routine of any outside examiners, as 
they have learned it from us and 
from other sources. They know their 


way around accounting (See page 22) 
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Coming decisions of the Supreme Court... The gold decision and 
dollars... The banking bill... Extending the HOLC... Refinancing 
the Liberty Bonds... Baby Bonds... Hopes of the inflation groups 


HE eyes of the nation this spring are turned toward 

the Supreme Court, which at the moment appears to 
be more important than Congress in determining the future. 

The NRA and its codes, labor policy, bankruptcy laws, 
and important parts of the administration’s public works 
and utilities programs hang in the balance as key cases 
make their slow way upward from the lower federal courts 
to final decision by the Supreme Court. Until the con- 
stitutionality of much of the emergency legislation of the 
last two years is decided, Congress will move slowly in 
enacting permanent measures of the same general nature. 


Gold Decision and Dollars 





The decisions of the Supreme Court in the gold clause 
cases leave the government practically free to continue its 
monetary policy. 

The Constitutional power of Congress to “coin money 
and regulate the value thereof’? was fully upheld by the 
majority of the court. This will mean that there will be 
no hesitancy in the future as to the authority to manipulate 
currency, control domestic price levels, and regulate 
foreign exchange ratios. The majority opinion may even 
be used to argue the legality of a ‘‘commodity dollar.” In 
exercising its monetary powers, Congress may set aside 
private contracts which conflict with its policy, as such 
contracts, the majority opinion says, were made with the 
implied provision that they were subject to future exercise 
of the Constitutional powers of Congress. Repudiation of 
its contracts by the government, however, is something 
which the Constitution and the Supreme Court do not 
countenance, and the court was unanimous in denouncing 
abrogation of the gold clause in federal bonds, even thougn 
five of the Justices held that there is no way to enforce this 
obligation. The effect of this should be to make Congress 
act with considerable caution in future dealings with 
government obligations, and it stands squarely in the 
way of outright repudiation of debts. 


The Omnibus Banking Bill 


A disposition to proceed slowly on the administration’s 
omnibus banking bill has been evident in Congress. The 
Senate banking committee had not scheduled hearings by 
the middle of March and the House committee had spent 
two weeks hearing opinions of officials. Opposition has 
centered around Title II, amending the Federal Reserve 
law and giving the government increased control over 
operations of the Reserve System. There is talk that this 
title may be split from the bill for more deliberate study, 
perhaps until the next session of Congress. This would 
not delay the sections dealing with the Federal Deposit 
Insurance Corporation or the miscellaneous technical 
amendments in Title III. 

The American Bankers Association appointed a special 
committee to confer with government officials and suggested 
that the Federal Reserve section be held over. The Cham- 
ber of Commerce of the United States took similar action, 
while other groups were more outspoken. Chief arguments 
raised against Title II were that it would subject the 
Reserve System to political control and influence, would 
remove the desirable elasticity of Federal Reserve notes by 
permitting non-liquid assets of banks as well as short-term 
commercial paper to serve as backing for issuance of notes, 
would impair the liquidity of the Reserve banks by 
making non-commercial and long-term paper eligible for 
rediscount, and would endanger the liquidity of member 
banks by encouraging them to make long-term loans on 
real estate. 

Governor Marriner S. Eccles stoutly defended Title II 
at hearings before the House committee. He proposed an 
amendment giving the board final authority over open 
market operations instead of delegating this to a special 
committee. Relaxation of restrictions on real estate loans 
he defended as improving the mortgage market and aiding 
construction, saying that it is desirable for commercial 
banks to invest a part of their funds in long-term under- 
takings and that because of competition in the real estate 
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lending field banks must be encouraged to hold their own. 
He declared it necessary for the Reserve Board to have 
power to determine the character of paper eligible for 
rediscount. 

More than once before the committee, Governor Eccles 
insisted that banks must make longer term loans. Other- 
wise, he said, the government will displace them, as this is 
the type of credit in demand at present and that it is being 
supplied almost entirely by the government. Loans made 
for longer terms than now usual and eligible for rediscount 
will not cause inflation but will bring about credit expansion 
and induce recovery, he declared. 

Governor Eccles admitted that the bill would give the 
government so much control over the Reserve System that 
there would be no purpose in buying stock of the Reserve 
banks, but argued that this control is necessary to insure a 
national policy in banking and to keep it in proper relation 
to economic conditions. 

The sections of the banking bill dealing with the FDIC 
have not come in for much discussion so far. Chairman 
Leo T. Crowley of the corporation explained them to the 
House committee and praised the deposit insurance idea 
as one of the greatest contributions to American banking. 
Considerable opposition developed to the provision termi- 
nating insurance on banks not members of the Federal 
Reserve System on July 1, 1937, and several members of 
the committee proposed that the FDIC be given authority 
to increase the insurance premium for banks engaging in 
speculative or unsound practices which threatened to 
impair the safety of the system. Another suggestion under 
discussion was that seats on the board of the FDIC be 
given to the Governor of the Federal Reserve Board and 
to the Chairman of the Reconstruction Finance Corpora- 
tion, thus co-ordinating federal activities relating to 
banking. The Comptroller of the Currency is already 
a member. 


Extending the HOLC 





In spite of almost universal approval in Congress, the 
bill to extend the loaning power of the Home Owners’ Loan 
Corporation met confusion and delay in the House, due 
partly to demands for an investigation of the HOLC, partly 
to attempts to expand its activities more than the adminis- 
tration recommended. Charges of graft and inefficiency 
were made by several House members, but the move for 
an investigation was dropped when Chairman John H. 
‘Fahey admitted that some mistakes had been made in the 
haste to get the program started but defended the personnel 
and record of the HOLC. 

The corporation had asked for authority to issue 
$1,250,000,000 more of bonds in order to secure funds to 
refinance home mortgages for which applications are 
already on file, but many members of Congress sought to 
increase this figure and permit new applications to be 
received. A compromise was agreed upon under which an 
additional $1,750,000,000 of bonds could be issued and new 
applications could be received from home owners for sixty 
days, and the bill was approved by the House in this form. 
Little opposition is expected in the Senate, but because of 
the legislative situation there the bill may not receive con- 
sideration for some time. The bill also includes various 
amendments to the home loan system, including one 
permitting the Federal Housing Administration to insure 
modernization loans up to $50,000 each for improving 
commercial and industrial buildings and equipment. 


Inflation Legislation 





Hopes of inflationists for currency legislation this year 
were dimmed as the attitude of the administration, the 





THE BURROUGHS CLEARING HOUSE—April, 1935 





International News Photo 
Governor of the Federal Reserve Board Marriner S. 


Eccles, left, and Representative Henry B. Steagall, 
right, discuss the banking bill 


situation in Congress, and economic conditions all worked 
against any further changes in the money system. Many 
members of Congress who participated in the monetary 
conference called by inflationist groups earlier in the session 
admitted publicly that the program of this conference had 
no chance of being enacted, although small groups con- 
tinued to work for consideration of a government-owned 
central bank bill, the Frazier-Lemke bill, to refinance farm 
debts with $3,000,000,000 of currency inflation, the Patman 
bill to pay the bonus with $2,000,000,000 of fiat money, 
and various proposals to increase the Treasury’s silver 
purchase program and to prohibit the export of gold or 
silver in settlement of international balances. 

Increasing price levels and the general improvement of 
business took the edge off of inflation demands, while 
Donald R. Richberg, head of the National Executive 
Council, announced flatly that there would be no inflation 
during the Roosevelt administration. Senate and House 
leaders showed little disposition to allow any of the inflation- 
ary proposals to come to a vote with the single exception 
of the Patman bonus bill. The House committee on ways 
and means favored the Vinson bill which would require 
immediate payment of veterans’ adjusted compensation 
certificates from whatever funds the Treasury could raise, 
but while the administration opposed both bills it was 
certain there would be an attempt to substitute the Patman 
measure. 


The Baby Bond Issues 





Success met the first attempt of the Treasury to sell 
bonds of small denomination direct to the public, with the 
result that “baby bonds” probably will become a perma- 
nent part of government financing. An extensive publicity 
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campaign had prepared the way for Series A of the United 
States Savings Bonds, as they went on sale March 1 at post- 
offices throughout the country. 

Officials were caught off guard by the fact that the early 
demand was for large denominations in the rural district 
and for small denominations in the large cities. Just the 
reverse had been anticipated. This is taken as an indication 
that faith in the government credit is calling savings out of 
hiding. To a considerable extent postal savings deposits 
were drawn upon for purchase of the bonds. The average 
amount invested appeared to be about $200. 

No opposition came from banking circles. Unless the 
bonds are held until maturity the yield is less than that 
paid by most banks. During the first year only the pur- 
chase price is repaid, but after that the redemption figure 
increases every six months. In the case of a $100 bond, 
purchased for $75, the premium is $1 during the third six 
months of ownership and increases by $1 each half year 
until the seventh year, when it increases by $2 each six 
months. For this reason the bonds should not interfere 
with savings accounts in banks except those normally 
held undisturbed for long periods of years. 


Huge Refinancing Operation 





The Treasury’s huge refinancing operations are being 
conducted at the lowest interest rates in modern history. 

In exchange for $1,850,000,000 of third-called Fourth 
Liberty loan 41% per cent bonds, the Treasury offered new 
bonds bearing an interest rate of 2% per cent, to mature 
in twenty-five years and callable in twenty years. The new 
bonds were issued only in exchange for called Liberties 
and not sold for cash. The subsequent demand for Liberties 
prior to the refunding date, April 15, indicated that banks 
and institutional investors are anxious for such securities 
even at the low yield. In exchange for $528,000,000 of 
Treasury notes of series C-1935 maturing March 15 and 
carrying 2% per cent interest, the Treasury exchanged 
five-year notes known as series A-1940, bearing interest 
at the rate of 15% per cent. In addition, all outstanding 
First Liberties were called for redemption June 15 with 
the statement that a conversion offering would be announced 
prior to that date. 
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Besides the very substantial interest charges this 
refunding will save the government, it shows the adminis- 
tration’s determination to keep to orthodox financing 
methods and not to resort to the use of greenbacks or gold 
devaluation profits to meet government expenses. The 
favorable response likewise shows the extent of confidence 
in government securities and the desire of banks to co- 
operate. 

After this refunding there will remain only about 
$1,300,000,000 of Fourth Liberties outstanding, and the 
Treasury may call these by April 15 for redemption October 
15. Refunding these issues would retire all Liberty bonds 
and greatly reduce interest charges. It is also evident that 
the Treasury is anxious to retire as many gold clause 
obligations as possible. 

New financing is to be confined to an offering of $100,- 
000,000 six-month or nine-month bills, sold at a discount 
to the highest bidder each week during the second quarter. 
About $75,000,000 of each issue will be used to retire 
maturing Treasury bills, and the balance will go into the 
general fund for meeting operating expenses of the govern- 
ment. If no other new money is needed it will indicate 
that the Treasury does not expect the deficit to mount 
nearly as fast as predicted in the President’s budget message, 
which is a good omen for business. 


Retirement of Bank Notes 





Complete retirement of all national bank notes will 
follow action of the Treasury in calling $675,000,000 of 
consols and Panama Canal bonds, both issues bearing 
interest at 2 per cent and carrying the circulation privilege. 
The bonds will be paid for from gold profits resulting from 
devaluation of the dollar. National bank notes may be 
issued against bonds bearing an interest rate of not more 
than 3% per cent under a provision of the act of July 22, 
1932, but this provision expires on July 22, 1935, and with 
the retirement of the consols and Panama Canal bonds 
there will be no basis for national bank notes. At the same 
time it was announced that Federal Reserve banks are 
completing arrangements to retire all outstanding Federal 
Reserve Bank notes authorized during the 1933 banking 
holiday. 


International News Service 
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When the baby bonds were placed on sale in the New York City general postoffice 
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JOHN BURGESS 


HE height of absurdity from a 

banking standpoint, is to “loan a 

man money on his watch and 
then let him carry the watch.” 

At least this is the way a very 
eminent banker expresses his ingrained 
dislike to the newer banking practices 
and epitomizes his opposition to chang- 
ing conditions. 

Nowadays, however, the banker is 
up against a condition and not a 
theory, and is practically forced, if he 
wants to make any earnings, to twist 
and turn, to scheme and plan, to loan 
his depositors’ money safely and to 
secure a fair proportion of reasonably 
high-interest loans. 

The plain truth is that the bankers 
of today are doing what another gen- 
eration of bankers thought undignified, 
excessively onerous, not to say fraught 
with undue risk, in order to take care 
of customers’ requirements for money 
and at the same time protect their 
depositors, satisfy examiners and afford 
some slight return to their stockholders. 
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lield Warehouse 


Receipts 


As COLLATERAL 


| by 
JOHN BURGESS 


Vice-president, Northwestern National Bank & Trust Company, 
Minneapolis, Minnesota 


To those familiar with the tortuous, 
wearisome road that the commercial 
banker has traveled the past few years, 
it is hardly necessary to enumerate the 
many devices which have come into 
being for the sake of attaining the 
objectives mentioned above. 


OR instance, loaning against “ac- 

counts receivable” and the various 
legal steps necessary to protect those 
accounts receivable against other cred- 
itors in the case of bankruptcy; with 
this device goes the bothersome special 
account in which is deposited the col- 
lections of the receivables, or the direct 
endorsement of the proceeds of collec- 
tions against the note in order to avoid 


commingling of the funds belonging to 
the bank as a result of such pledge, 
with the money which actually be- 
longs to the borrower. Or, there is the 
device of loaning against merchandise 
inventory as evidenced by chattel 
mortgages or bills of sale, or, again, the 
purchase of accounts receivable out- 
right and the charging of a service fee 
for the collection thereof; the growing 
use of trade acceptances; the subroga- 
tion of accounts owed by individuals 
through notes given to the borrower 
and pledged as collateral, or the device 
of assignment of contracts and the 
proceeds thereof, not to mention joint 
and several, blanket or limited guar- 
anties, besides the old, familiar, plain 





The banker is in hearty sympathy with set 


“The field warehouse has opened new 
opportunities for banks!” 


— Rudolph S. Hecht, President, American Bankers Association, at the recent convention of the American 
Warehousemen’s Association Convention, New Orleans, La. 


in other lines. 


I am _ particularly 





the efforts of the warehouse people who 
have been and are making efforts to extend 
the use of the warehouse receipts as a basis 
of borrowings. The field warehouse has 
opened up new opportunities for the ex- 
tension of credit by banks with safety 
instead of with extreme hazard, and my 
only suggestion to you is to surround and 
safeguard developments along this line 
with the utmost care and caution, to the 
point where abuses will not creep in to mar 
the high standard you have been able to 


interested in this new development and 
think it offers great opportunities for 
the future. You have already done a 
splendid job in the rice industry, cotton- 
seed oil, petroleum products, sugar and 
other lines, and I am sure I voice the 
attitude of the banks in the country, 
especially in our agricultural South, 
when I tell you that we are with you 
and ready to assist you in solving some 
of the problems presented by this new 
development. 





RUDOLPH S. HECHT 
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At left: Interior scene in a Los Angeles, Cal., ware- 
house. Above: An exterior of a warehouse photo- 
graphed in San Francisco. Inset: William J.Rushton, 
general president of the American Warehousemen’s 
Association, elected at the 49th annual meeting 
at New Orleans, in February. At right: A field 
warehousing operation in grain at St. Paul, Minnesota 


Here is an article that is based on long ex- 
perience in field warehousing .. . and the 
making of loans totaling in the millions 


endorsement of individuals for a con- 
sideration. 

Out of the midst of all of this mass of 
heterogeneous entanglement of red tape 
a comparatively new device to many 
bankers is or has been emerging. 

For years warehouse receipts, mean- 
ing thereby, in the commonly accepted 
sense, terminal or distribution ware- 
house receipts, have been commonly 
used, more especially in the grain busi- 
ness and in the handling of cold storage 
products. 

But these receipts left outside of the 
pale of influence the manufacturer or 
processor who had a large and bulky in- 
ventory, marketable but slow-moving, 
and which, at the point of produc- 
tion, was far from any large distribu- 
tion or terminal center. Right at this 
point we come to the so-called “‘field 
warehouse.” 

The best definition of a “‘field ware- 
house” that I have heard is that a 
‘field warehouse” is the result of a 
system whereby the warehouse goes to 
the commodity, instead of the com- 
modity going to the warehouse. 

The system in itself is simple. 

In actual operation, however, it is 
far from simple, because responsibility 
for others’ property is never simple, so 
long as avarice, greed and the desire 
for profit at any price combat honesty 
and fair dealing. 


To set up a field warehouse the ware- 
houseman leases a warehouse at the 
point where the commodity is manu- 
factured, packed, processed, or what- 
ever the case may be. Usually the 
warehouse belongs to the manufac- 
turer or processor, but nevertheless, 
the lease is a bona fide lease, drawn in 
legal verbiage, and accurately de- 
scribes the premises leased and the 
rental and the terms thereof. 


HE warehouseman then hires a local 

warehouseman or agent, placards the 
building with his signs, which is notice 
to the public, stores the commodity 
therein, placards each “stack” or 
group of units of the commodity witha 
card showing to whom the same is 
pledged, issues warehouse receipts for 
the same, locks up the warehouse and 
turns the key over to his agent with 
instructions not to release the same 
except upon written order from the 
warehouseman. 

Here, now, is your field warehouse 
set up and ready for operation. The 
best warehouse companies have speci- 
ally designed locks. The bonded agent 
is bonded in sufficient amount to make 
it extremely dangerous for him to allow 
any release unless such release is or- 
dered by the holder of the receipt and 
approved by the warehouseman’s home 
office. Further safeguards are thrown 
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around the operation by frequent 
“‘surprise’’ audits by a traveling auditor 
of the warehouseman. 

The feature of frequent surprise 
audits is one which is most important. 
Results of such audits should be com- 
municated to the holder of the ware- 
house receipts, as often as such audits 
are made. These audits should be in- 
sisted upon by the banker or major 
creditor. 

Another feature which is most im- 
portant is a monthly statement to the 
holder of warehouse receipts of the 
amount of the warehouseman’s lien 
for storage charges. 

The warehouseman’s lien for storage 
charges takes precedence over all other 
liens and, consequently, it is most im- 
portant that the holder of such ware- 
house receipts know to what extent 
any lien which he may have is being 
impaired through the accumulation of 
storage charges. 

In general, then, from a banker’s 
standpoint warehouse receipts of repu- 
table field warehousing companies 
have proved very satisfactory. In 
cases where losses have been made by 
bankers loaning against (See page 28) 
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At least 80 per 
cent of all 
banks in the 
state are re- 
ported to be 
operating on 
co - ordinated 
schedules 
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NLY a few years ago, investiga- 
O tion among Indiana banks indi- 
cated a very small percentage 
using any schedule of service charges, a 
still smaller percentage using schedules 
which could be considered anywhere 
near adequate. Today the situation 
has changed to the point where an 
overwhelming proportion of Indiana 
banks have in effect service charge 
schedules yielding a gratifying volume 
of much-needed revenue. Conservative 
observers declare that more than half 
of the territory of the state is now 
operating on co-ordinated schedules, 
whether on clearing house, county, or 
regional bases. Other observers be- 
lieve that at least 80 per cent of all 
banks in the state have schedules at 
least equaling the levels recommended 
by the Indiana Bankers Association. 
All agree that the percentage of bank 
deposits under service charge schedules 
is far in excess of the percentage of 
institutions affected, since practically 
all of the larger banks have such 
schedules and the remaining gaps are 
chiefly among the country banks. 
Explanation of this improvement 
in the service charge picture is not to 
be found in any single campaign or 
organization, although the various 
mechanisms employed in bringing it 
about have at all times been working 


together in enthusiastic co-operation. 
Actually it has come through an assort- 
ment of causes, most of them origi- 
nating in closely related groups, all of 
these recognizing that new types of 
revenue must be obtained if banks are 
to remain safe depositories for the 
funds of the businesses and individuals 
within the state. The direct motiva- 
tion has been in part individual 
enthusiasm, in part organized cam- 
paigning, in part benevolent co-oper- 
ation from the state authorities. Any- 
one who can allocate a precise share 
of credit to each force involved has a 
far better understanding of the situ- 
ation and its history than were yielded 
by a few days’ study and interviewing. 
Nor does any such allotment of credit 
seem either desirable or necessary. 
Enough, say all those involved, that 
the job has so far been done, and is 
moving steadily toward completion. 


ECAUSE the Indiana movement for 

service charges is marching so rapidly 
and steadily toward 100 per cent, it 
is distinctly worthy the attention of 
anyone interested in forwarding within 
his own territory the development and 
adoption of adequate service charge 
schedules. To understand what has 
been done, and how it has come about, 
some excursions into history are essen- 


STATE 
SCrUlce 


by 


ARTHUR VAN VLISSINGEN, JR. 


Correspondent, The Burroughs Clearing House 


tial—don’t be alarmed, for it is very 
recent history indeed. 

When bank closings began to show 
signs of epidemic, back in 1931, the 
Indiana legislature instructed the 
governor to appoint a Study Commis- 
sion for Indiana Financial Institutions. 
This commission was composed olf 
representatives of the various types 
of financial institutions within the 
state, and with other representatives 
to add strength to it—eleven members 
in all. Because the legislature provided 
no appropriation for the commission, 
its expenses were met by subscriptions 
from associations of financial institu- 
tions, among these the Indiana Bankers 
Association. 

The commission followed its instruc- 
tions faithfully and intelligently. At 
the next session of the legislature bills 
were introduced embodying the recom- 
mendations included in the study 
commission’s 174-page printed report. 
And while some of these recommenda- 
tions were compromised downward, 
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PROMOTES 
Charges 


Because the movement for service 
charges in Indiana is marching so 
steadily toward 100% it is worthy 
the attention of anyone interested 
in furthering the adoption of 


schedules for his own territory 


the bulk of the ideas recommended 
became state law. Foremost among 
these was the establishment of the 
Department of Financial Institutions, 
of which the governing body is the 
Commission for Financial Institutions, 
to which was entrusted supervision of 
financial institutions of all classes, 
and to which was given extremely 
broad power to promulgate and enforce 
regulations in the interests of the 
financial welfare. of the institutions 


themselves and of the public of 
Indiana. 
Although there had meanwhile 


occurred a complete change of state 
administration, the governor showed 
no less enthusiasm for the idea because 
it had been conceived under his prede- 
cessor. He appointed to the new 
commission five men whom Indiana 
bankers unite in considering excellently 
qualified; one to represent each of 
five major interests: public, building 
and loan, large banks, small banks, 
agriculture. The chief criticism ad- 
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Market Street, 
Indianapolis, 
is the financial 
center of Indiana 


vanced toward the commission is that 
it has been given powers so great that 
in the hands of the wrong type of 
membership it might do great harm. 
Men who collaborated in drafting the 
act were fully aware of this as a 
possibility. Their mature decision 
was that it would be better to set up 
the commission with such powers that 
no succeeding governor would dare 
appoint a poor membership, rather 
than limit the powers to such an extent 
that poor appointments might be 
tolerated. 

So much for the Commission for 
Financial Institutions. Now that we 
understand its existence and purpose, 
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we may put it aside until it of necessity 
enters our story once more. For our 
next excursion into Indiana banking 
history, let us consider the career of 
service charge activity under the 
Indiana Bankers Association and — 
while it lasted!—the proposed Bank 
Code of the NRA. 


HEN, in the summer of 1933, NRA 

took up the idea of a Bank Code 
which would stipulate the charges to 
be made for service to customers, the 
Indiana Bankers Association handed 
over to an existing committee the 
responsibility for developing the Indi- 
ana Code. We have already com- 
mented on the relatively small number 
of Indiana banks which at that time 
were using service charge schedules. 
The committee charged with the 
development of the NRA Code for 
Indiana included only one banker with 
actual experience in the use of service 
charges. 

Back in the days when service 
charges were discussed as “bank man- 
agement,” the clearing house of 
Muncie, Indiana, had adopted a com- 
prehensive service charge, based on 
the metered service principle. This 
schedule, modified from time to time 
as experience indicated, had been used 
for three years when the NRA duty 
was given to the newly designated 
Bankers NRA Committee for Indiana. 
It was firmly established, was yielding 
the Muncie banks a sizable revenue, 
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was accepted as a matter of course by 
the Muncie public. And by good 
fortune, one member of the new NRA 
committee was Robert H. Myers, 
assistant to the president of The 
Merchants National Bank, largest 
bank in Muncie. In consequence, the 
NRA committee had the benefit of 
the Muncie experience in developing 
its recommendations. (Like all such 
recommendations, as finally adopted 
they represented a series of compro- 
mises, and nobody considers them 
perfect. But to the extent that a 
schedule made up to conform to this 
recommendation yields additional reve- 
nue to the bank, it is just so great an 
advance over a less adequate schedule 
or no schedule at all.) 

There is no need to detail the mis- 
adventures of the hectic days when 
the committee was working up the 
Indiana Code. Every state went 
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through comparable ups and downs, 
as the winds from Washington blew 
hot, then cold. Suffice it that Indiana 
finally sent to Washington a delegation 
which decided that the Indiana 
Bankers Association had better go 
ahead developing its service charge 
campaign entirely independently of 
the NRA assistance which seemed 
increasingly unlikely to develop. The 
schedule of service charges had been 
worked out and approved within the 
state. Next job was to sell it. 

This was attempted through the 
various units within the association: 
clearing houses, county federations, 
regional groups, andsoon. Mr. Myers 
had meanwhile succeeded to the chair- 
manship of the Bankers NRA Com- 
mittee for Indiana, and upon this 
committee devolved the promotional 
work. Don E. Warrick, secretary of 
the Indiana Bankers Association, put 





Scope of Regulation 


Commission for Financial Institutions, 


lows, to-wit; 


“Sec. 10, Rules and Regulations. 


act is applicable,” and 


‘such state banks and/or trust companies, 
Attest: 
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Secretary, Commission for 
Financial Institutions 














SPECIAL REGIONAL BANK REGULATION NUMBBR 1 - APPLYING TO GRANT COUNTY AND VICINITY 


This regulation relates to the establishment of a system of metered service 
charges and shall apply to all banks and/or trust companies, banks of discount and 
deposit, private banks, loan and trust and safe deposit companies, trust companies, 
or savings banks organized under any statute of the State of Indiana (all herein- 
after referred to as “any state bank and/or trust company") which said state banks 
and/or trust companies.are located in Grant County, State of Indiana, and the fol- 
lowing incorporated towns in the State of Indiana to-wit: Warren, Huntington County; 
LaFontaine, Wabash County; Converse and Amboy, Miami County; and Greentown, Howard 
County, and/or such state banks and/or trust companies located in additional adja- 
cent areas and/or incorporated towns such as may be terentie designated by the 


WHEREAS, The Indiana Financial Institutions Act, approved February 24, 1933, 
the same being Chapter 40 of the Acts of the General Assembly of the State of Indiana, 
1933, became effective July lst, 1933, and is now in full force and effect, and 


WHEREAS, Section 10 (c) of said The Indiena Financial Institutions Act is as fol- 


The department is hereby authorized, by a three- 
fourths vote of the members of the commission, to make, promulgate, alter, amend or 


repeal rules and regulations, for any or all of the following enumerat8d purposes: 


“(c) Defining what is e safe or an unsafe manner and a safe or unsafe condition 
for conducting and transacting business by any financial institution to which this 


WHEREAS, all of the state banks and/or trust companics located in the said county 
of Grant, State of Indiana, as well as all of the national banks located in said cqunty 
and the national bank located at Converse in Miami County have heretofore entered into 
& mitual agreement to put into effect as of December 1, 1934 the schedule of metered 
service charges hereinafter set out, and whereas it appears to the Commission for 
Financial Institutions that the other areas included in the scope of this regulation 
are competitive areas with such state banks and/or trust companies and national banks 
which have heretofore entered into such mutual agreement, 


NOW, THEREFORE, the Department of Financiel Institutions, by virtue of the power 
and authority conferred upon it by law and by unanimous vote of the members of the 
Commission for Financial Institutions, does hereby make and promulgate the following 
regulation with reference to the establishment of a system of metered service charges 
by any state bank and/or trust company within the prescribed area; such regulation be- 
ing made and promulgated to define a safe manner and safe condition of transacting 
business by such state banks and/or trust companies, and any violation hereof shall be 
and constitute an unsafe manner and unsafe condition of transacting the business of 


eee eaeteee 


THE DEPARTMENT OF FINANCIAL INSTITUTIONS 
OF THE STATE OF INDIANA 


| Militlty 


Director 





Special Regional Bank Regulation Number 1 was issued because 
certain banks were holding back the adoption of the program 


behind this the full resources of his 
organization and of his personal en- 
thusiasm for the cause. 

One by one the units within the 
association undertook the adoption of 
local schedules, some of them very 
close to the recommended schedule. 
Many of these local schedules were 
adopted. But in a discouraging share 
of the districts, one or two banks 
would be disclosed as _ unalterably 
opposed to service charges —always 
on the assorted reasons which have 
been heard so often. And despite the 
weakness of their reasons and despite 
the expressed willingness of most of 
their neighboring institutions to adopt 
a schedule, these recalcitrants generally 
managed to block the program for the 
rest. 

This situation was called to the 
attention of the Commission for Fi- 
nancial Institutions. And it acted 
promptly. On last August 31 the 
department issued a general letter 
that whenever the majority of banks 
in a_ given locality (including all 
national banks, over which the state 
authorities have no direct control) 
agree upon a schedule of fair measured 
service charges to eliminate losses, the 
commission would sit as an arbitrating 
body, to work out a schedule which 
would be adopted by all the banks 
of the locality. 

Shortly afterwards were held the 
group meetings of the eight Indiana 
regions of the Bankers Association. 
At each of these group meetings one 
session was devoted to service charges. 
On each of these programs Chairman 
Myers of the NRA Committee ap- 
peared, made a talk favoring service 
charge schedules, and then called 
upon someone from each _ bankers’ 
group represented to give his group’s 
attitude toward the local schedule. 
If the group’s views were unfavorable 
to the proposed local schedules, then 
the representative was requested to 
give the reasons fully. 


HE consequence of this series of 

meetings was a general flocking to 
service charge schedules. But this was 
by no means universal. A good many 
recalcitrants remained as determined 
as ever not to yield to the wishes of 
the majority of their local banks, and 
presently the movement again ap- 
proached stalemate. 

It happens that the chairman of 
the Commission for Financial Institu- 
tions is Robert Batton of Marion, 
Indiana. Marion is the seat of Grant 
County, and the trading center of a 
territory extending somewhat beyond 
the county line. The banks of this 
trade territory constitute a natural 
unit for concerted action on service 
charges. Two small banks in one 


small town were holding back the 
(See page 25) 


adoption of the program. 
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Every month this department covers the 
most important decisions of the courts 


by 
CHARLES R. ROSENBERG, JR. 


Negotiable Instruments 


A borrower in Wisconsin pledged to 
a bank in the same state certain bonds 
secured by a deed of trust of real 
estate. The bonds contained a refer- 
ence to the deed of trust in some detail, 
but were otherwise negotiable in form, 
being payable to the bearer. It 
appeared that the trustee who held 
the bonds in connection with the 
deed of trust, did not dispose of them 
in accordance with the terms of the 
trust, but pledged them with the bank 
for his own indebtedness. 

In subsequent litigation the question 
arose whether or not the bonds were 
negotiable instruments in the hands 
of the bank. It was urged that the 


reference to the deed of trust in the 
bonds was sufficient to warn the bank 
of the existence of the trust and thus 
to put the bank on notice of a possible 
defect or infirmity in the pledgor’s 
title to the bonds. 

The Supreme Court of Wisconsin 
decided that the reference to the deed 
of trust in the bonds was not sufficient 
to defeat the bank’s title to these 
negotiable instruments, since the bank 
had no actual knowledge of any 
infirmity in the title to the bonds and 
did not knowingly join in a fraud. The 
case eventually came before the United 
States Supreme Court, where it was 
argued that the Negotiable Instru- 
ments Law of Wisconsin was intended 
to be merely declaratory of the 
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common law and that under common 
law decisions acceptance of the bonds 
under the circumstances of the case 
amounted to bad faith or even to 
actual knowledge of an infirmity of title. 

The United States Supreme Court 
held that, although the Wisconsin 
Negotiable Instruments Law was con- 
cededly declaratory of the common 
law and although the common law 
decisions might indicate a different 
result from that determined by the 
Supreme Court of Wisconsin, never- 
theless the decision of the Supreme 
Court of Wisconsin must be upheld 
inasmuch as Federal Courts are bound 
to follow the decision of the highest 
court of a state construing a state 
statute. (Marine National Exchange 
Bank vs. Kalt-Zimmers Co., 79 U. S. 
Supreme Court Lawyers Edition Ad- 
vance Opinions, 208.) 


Bank Examiner Approval 


Where a national bank examiner 
approves certain transactions of a 
national bank as not being in violation 
of certain statutory provisions con- 
strued by him as being inapplicable to 
the particular transactions, may the 
bank urge such approval in the event 
that the transactions are later attacked? 

In a recent case involving a national 
bank it was argued that the bank 
entered into certain transactions on 
the strength of the approval of them 
by a national bank examiner. It was 
contended that this approval amounted 
to a construction of the statutory law 
in such a way as to lead the bank to 
believe that the statutes were not 
infringed by the transactions. 

The court found the facts did not 
indicate that the Comptroller of the 
Currency had ever construed the law 
so as to make it inapplicable to the 
questioned transactions and it seemed 
doubtful that such an opinion by the 
comptroller would be in any event 
relevant to the court’s interpretation 
of the law. 

A bank examiner, the court held, 
has no authority to construe or inter- 
pret the provisions of statutory law 
governing national banks. (Anderson 
vs. Akers, 9 Federal Supplement, 151.) 


Right of Setoff 


A depositor was indebted to a 
creditor, who brought suit against the 
depositor and included the bank as a 
defendant garnishee in the proceedings. 
The bank admitted having funds of 
the defendant depositor in the amount 
of $9,215. At this time the depositor 
was indebted to the bank in the sum 
of $20,000 on notes. 

Later, by agreement of all the 
parties, the bank released to the 
depositor all funds in excess of $5,015. 

Later the depositor went into bank- 
ruptcy and the bank filed its proof of 
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claim in the ordinary way for $15,- 
295.17. This sum was presumably 
arrived at by applying to the debt of 
$20,000 the deposit account of $5,015 
and adding accrued interest. In the 
meantime it appears that the trustee 
in bankruptcy entered into litigation 
for the purpose of saving the fund of 
$5,015 for the benefit of general 
creditors. 

The eventual contest, therefore, was 
between the trustee and the bank with 
respect to this fund of $5,015. 

The court ruled that unquestionably 
the bank had the right in the first 
instance to set off the original deposit 
of $9,215 against the debt of $20,000 
at the time the garnishee attachment 
suit was instituted. This the bank 
could have done and set up a plea of 
“no funds” against the attachment. 
However, not having done this, the 
trustee and other papties in interest 
were led to believe that the bank did 
not intend to assert its right of set- 
off and accordingly proceeded with 
litigation to protect the remaining 
fund of $5,015 for creditors generally. 
Under these circumstances, the court 
decided that the bank was estopped to 
claim the $5,015 by setoff inasmuch as 
it had failed to assert its right of setoff 
originally. (In re Brockton Shoe 
Manufacturing Company, 8 Federal 
Supplement, 959.) 


M unicipal Debt Adjustment 


Banks holding municipal bonds have 
been wondering what the outcome 
might be if any appreciable number of 








Receivables as Col- 
lateral 


Banks who have assignments 
of accounts receivable from bor- 
rowers as collateral security may 
find some useful principles set 
forth in a recent case where an 
assignor of accounts receivable 
went into bankruptcy within 
four months and the trustee in 
bankruptcy attacked the assign- 
ment as a preferential payment. 

The court decided against the 
trustee because he did not prove 
that the bankrupt was actually 
insolvent at the time the assign- 
ment was made. Another point 
made by the court was that 
where the collection and control 
of the accounts remain in the 
assignor and do not pass to the 
assignee, such assignment is void 
and ineffective to create a lien on 
the accounts receivable. There- 
fore, since such an assignment 
is ineffective, it can hardly be con- 
sidered a preferential payment 
in favor of the assignee. (Simandl 
vs. Paragon, 8 Federal Supple- 
ment, 1011.) 
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municipalities should attempt to re- 
duce their liabilities under the pro- 
visions of Section 80 of the amend- 
ments to the Bankruptcy Act providing 
for municipal debt readjustments. 

A water improvement district filed 
a petition under this section seeking a 
readjustment of its outstanding bonds. 
The petition was contested and as a 
result was dismissed by the court on 
the ground that the amendment above 
referred to is unconstitutional. 

Briefly, the court held that the 
water improvement district in this 
case was simply an agency of the state 
and that the bonds were actually 
obligations of the state or its agency, 
the water improvement district, and 
that Congress could not confer juris- 
diction on the Federal Courts to re- 
adjust bonds issued by a sovereign 
state or its agency and payable out of 
funds provided by taxation, except by 
permission of the state. This view is 
interesting in the face of the fact that 
the amendment known as Section 80 
includes an enumeration of various 
kinds of municipalities, including irri- 
gation andreclamation districts and any 
other political sub-division of any state. 

The court further said that the fact 
that the relief proposed under Section 
80 is temporary in its nature and is 
based on an emergency situation re- 
cited in the law, does not confer upon 
Congress the right to infringe on the 
sovereignty of the individual states. 

Obviously, if this decision should 
ultimately be sustained by the United 
States Supreme Court, the effect would 
be to nullify the law permitting 
municipalities to scale down their 
debts through this proceeding. (In re 
Cameron County Water Improvement 
District, 9 Federal Supplement 103.) 


Collecting Checks 


Can a bank run afoul of the law in 
such a routine transaction as collecting 
valid checks and crediting the pro- 
ceeds to the depositor presumably 
entitled to them? Unfortunately, it 
can—and be held liable for the full 
amount of the checks. 

A bank received for collection the 
note of an individual maker, who 
happened to be manager of a local 
corporation. As manager he had 
specific authority to sign and issue the 
corporation’s checks. In payment of 
his individual note he gave the collect- 
ing bank checks of the corporation 
signed by himself as manager. With- 
out inquiry the bank collected the 
checks and credited the proceeds to 
the account of the depositor who had 
held the note. 

The corporation, upon discovering 
that its checks had been used to pay 
the manager’s personal debt, brought 
suit and was awarded judgment against 
the bank. 


“One who takes a corporate note or 
check,” said the court, “for the 
individual debt or benefit of the officer 
signing or endorsing for the corpora- 
tion, is thereby put on inquiry as to 
whether corporate assets are not being 
wrongfully diverted. The presump- 
tion arises from the face of the check 
that it belongs to the corporation, 
and that the officer has no right to put 
it to the intended personal use.” 

To the bank’s contention that it was 
merely the agent of the payee of the 
note for purposes of collection, that it 
had turned over the money to the 
payee, and that therefore it was not 
liable for the return of the money to 
the corporation, the court pointed out 
that where money is paid over by the 
agent after notice that the principal 
is not entitled to the money because 
of the infirmity in the instrument, the 
agent—in this case, the bank—is 
liable. Technically, the tendering of 
the corporate check for a_ personal 
debt of the signing manager was 
“notice of the infirmity.” 

The question of the bank’s right to 
recover the money from the depositor 
was not decided in this case. How- 
ever, in such a proceeding the bank 
would probably be confronted with the 
proposition that a depositor has a 
right to rely on credits entered on his 
account or in his pass book and also 
with the argument that the bank’s 
loss was due to its own negligence in 
not making proper inquiry into the 
use of the corporation checks by the 
manager to pay his personal debt. 
(Culhane vs. Rockford Finance & 
Thrift Co., 74 Federal Reporter, Second 
Series, 1.) 


Special Deposits 


A depositor brought suit against a 
receiver of a closed bank for the pur- 
pose of enforcing a preference with 
respect to a fund which was claimed 
to be a special deposit. 

The evidence showed no statement 
or other indication on the part of the 
depositor that this particular fund was 
intended as a special deposit. In the 
absence of any such indication, the 
money had been credited by the bank 
to the general deposit account of this 
depositor. 

Dismissing the depositor’s action, 
the court said: 

“The presumption in law is that a 
deposit made in a bank is a general 
deposit and the burden rests upon one 
claiming that it is a special deposit to 
prove it as such. There is another rule 
of law with which there is no conflict 
of authority and that is that a deposit 
to constitute a special deposit must 
become such by virtue of some agree- 
ment expressed or clearly implied.” 
(Erie Company vs. Mizell, 7 Federal 
Supplement, 143.) (See page 29) 
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One of the foundation records of this interesting operation is the owners’ 
account control form above. Other forms are shown on following pages 


ty Managemen 
ACCOUNTING 


PROBLEM of wide current 

importance is handling with 

economy and to yield maximum 
useful information the accounting in 
connection with property management. 
We have had many inquiries from 
banks, trust companies, insurance com- 
panies, and other property manage- 
ment concerns, about our method of 
property management accounting. This 
article is written in the hope that it 
may be of some benefit to companies 
which are confronted by problems in 
this field. Our present plan excels 
any that we have previously tried, or 
any which to our knowledge is in use 
elsewhere. 

There is no need to go into the 
details of how we used to do it. Our 
former system was the best we had 
been able to devise up to that time. 
It was similar to the best methods to 
be found elsewhere, but embodied a 
number of major improvements of our 
own. Eventually we put it on book- 
keeping machines, which saved us 
expense, improved our method, and 
gave us better records. But there was 
still much to be desired. 

Perhaps this is the place to explain 
that ours is a large real estate firm 
with eighty years’ experience. We 
handle from our various branches 
property management, renting and 
maintenance, mortgage investments, 


appraisals, real estate sales, and insur- 
ance. We manage hundreds of pieces 
of Chicago and suburban real estate, 
a substantial portion of which is owned 
by banks, trust companies, and insur- 
ance companies. Many of these 
owners are located at distant points 
and depend on us to manage their 
property efficiently, and also to furnish 
complete, detailed, monthly state- 
ments. These properties vary from 
comparatively small buildings up 
through some of the largest in the 
metropolitan area, and consist of 
houses, apartment buildings, office and 
store buildings, and industrial build- 
ings. There are several thousand 
tenants, all of which makes a complex 
problem of accounting. 


HE volume of “other real estate” 

in the hands of financial institutions 
is increasing. In fact, a noticeable 
tendency is observable for insurance 
companies and others to hold firmly 
to their real estate, while some com- 
panies and individuals have added to 
their holdings, as they discovered that 
well developed real estate in good 
localities is a good investment. They 
realize that the net yield on these 
investments is higher than they can 
currently obtain by putting their cash 
into other income-producing assets, 
and consequently they are in no hurry 
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to sell where the property produces a é 
substantial return on the money in- 
vested. Good property management 
requires complete accounting and sta- 
tistical information, and complete ac- 
counting reports. This situation 
explains the high level of interest 
displayed by financial institutions and 
real estate management firms in the 
system of property management ac- 
counting which we are using to obtain 
results of a type entirely satisfactory 
and more complete than those avail- 
able by any other system of which we 
know. 

Our old method, even though it 
took advantage of modern machine 
equipment for accounting, was never 
entirely satisfactory. With our volume 
of business it was impossible to close 
all owners’ accounts at the end of the 
month, so our closing dates were 
divided for various properties through- 
out the month. Owner A received his 
statement as of the first, Owner B on 
the twelfth, Owner C on the twenty- 
seventh, and so on. Only thus could 
we avoid an insuperable peak load. 
But it was not wholly desirable. 
Every day we were closing some 
accounts and rendering the statements. 
When a particularly large volume had 
to be done on any one day, we fell 
behind. We repeatedly tried to work 
out a satisfactory solution, but we 
were never able to hit upon it. And 
as our volume of property manage- 
ment increased, this problem kept step. 


FOR many years I had been investi- 
gating and visiting other real estate 
companies, both in Chicago and out 
of town, studying their methods in an 
effort to devise a plan adaptable to 
our problem from the standpoint of 
our clients, and to give us complete 
accounting control. During my in- 
vestigations I met Delbert S. Wenzlick 
of St. Louis. We called upon him to 
assist us in developing a plan that 
would suit our purpose. Additional! 
outside assistance came from two 
makers of business equipment who 
helped fit the new system to machine 
operation. Now that it is finished, we 
have something that really works. 
What is more, we find that it works 
even better than was first anticipated. 
It has the advantage of being so 
flexible that we are able to make 
improvements that seem desirable. 
Our current method might be com- 
pared in its functioning with maintain- 
ing a bank’s statement ledger. We 
post daily to every statement, having 
everything in balance at all times. 
The entire operation is under complete 


¢ 


The layout of forms at the left, reading 
down the page, shows the voucher 
check, the rent bill, and the tenant 
account contrel form used by Mr. 
Ravenhill’s company 
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control at every moment, for we have 
our various controls in balance and 
these must, in turn, balance with the 
accumulated totals in the machines. 
At the end of the month the problem 
of closing our accounts and sending 
out statements is about like that of 
handling the same number of checking 
accounts in a commercial bank. We 
have only the additional operation of 
preparing a remittance check for each 
owner and enclosing it with our 
statement. 

In brief, we have the entire operation 
on a business basis of efficiency. All 
owners receive their statements and 
remittances promptly each month. 
Our statements are clear and in detail. 
Owners are far better satisfied than 
before and are pleased with our present 
statement and the detailed information 
that it contains, as well as the prompt- 
ness of receiving it. 

The foundation records of our ac- 
counting method are the Owners’ 
Control Form and the Tenants’ Con- 
trol Form. These are filled out by 
the property management department 


when a new property comes to us for 
management —these forms are repro- 
duced on pages 19 and 20. The originals 
go to the accounting department, and 
supply the basic facts required for 
our accounting records. There is no 
need to list here the data thus ob- 
tained; reference to the reproduced 
forms will disclose exactly what they 
show. 


IRST step after the owners’ control 

reaches the accounting department is 
to send it to the addressing machine 
section, where an owner’s address plate 
iscut. A tenants’ control form is made 
for a new lease, a renewal, or a change 
in rent; this is entered in the tenants’ 
register and then goes to the address- 
ing machine section to have a tenant’s 
address plate cut. The owner’s address 
plate shows name, address, and ac- 
count number, and other necessary 
information. The tenant’s address 
plate shows, in addition to his name 
and address, the account number and 
the monthly rental. 

On the tenants’ register we simply 
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The large form in the back of the lay- 
out is the tenant’s register, the next 
largest is the analysis of income and 
expense form, and the form shown in 
triplicate is the owner’s statement 
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summarize the major data from the 
tenants’ control form. This record is 
of principal value for statistical pur- 
poses. 

Rent bills are made out in quad- 
ruplicate by the use of address plates. 
One copy goes to the tenant as his 
statement, one is held by the cashier 
in our branch and given as a receipt. 
The third copy is the branch cashier’s 
record, and carries rulings for entering 
partial payments; when partial pay- 
ments are received, partial payment 
receipts are issued. When rent is 
paid the fourth copy goes to the 
accounting department as its record. 
Thus we have a monthly accrual of 
rents by owners and branch office 
and control of the tenants’ rent roll is 
entirely in the accounting department. 
No adjustments or charge-offs are per- 
mitted without authorization. 

The actual ledger sheet of the 
system is the owner’s statement, shown 
on page 21. The form reproduced here 
is our combined form showing receipts 
and disbursements on a single page, 
and is used for small (See page 22) 
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How many 
dates are 





HE 5th of the month on the cal- 

endar—but to your Billing De- 
partment the 30th of last month. 
Stop this end of the month rush, and 
the mistakes it brings. Don’t delay 
getting in your money, because your 
invoices are late into the mails! 


GET YOUR BILLING OUT 
_ON TIME EVERY MONTH 


with the Egry Speed-Feed. Steps up the 
output of typed forms 50% and more. Con- 
verts every typewriter, in one minute, into 
a billing machine using Egry Continuous 
Forms. Eliminates handling of loose forms 
and carbons, also the use of costly pre- 
inserted (one-time) carbons. Keeps all forms 
in perfect alignment. Easily removed, does 
not interfere with use of typewriter as cor- 
respondence machine. 


Get all the facts. 
Learn how you 
can save time, 
labor and money 
with the Speed- 
Feed, and get your 
billing into the 
mails on time. Ask 
for demonstration 
in your own office. 
No obligation. 














Requires no change in 
typewriter construc- 
tion or operation. 


THE EGRY REGISTER CO., Dayton, Ohio 


Please send complete information on the Egry 
Register System designed for my business. 


Name 


ee 


Siitkaeeecceen =o 
Limited territory available for high type sales 
agents. Details on request. 








THE BURROUGHS CLEARING HOUSE—April, 1935 


Your Bank’s Board of Directors 


(From page 8) and figures; one of 
them is a mathematician of such 
standing that he is consulting actuary 
to certain life insurance companies 
and pension funds, and the others are 
entirely conversant with accounting 
and check-ups. As an officer of the 
bank, I should say that their examina- 
tion is quite as effective as any to 
which we are ever subjected, and 
materially different in the points it 
covers intimately. These director- 
examiners lack the many-bank examin- 
ing experience of national examiners. 
On the other hand, their knowledge of 
local conditions, local people, and of 
our institution is so much closer that 
on some counts their examination is 
more conclusive than outsiders could 
possibly give. 

All of our directors take the same 
sort of interest in the bank’s affairs. 
They do not confine themselves to 
routine duties. If, for example, one of 
them noticed a poor quality of pens on 
the depositors’ desks, he would quickly 
tell an officer; this has happened. If 
one of them noticed a shortcoming on 
a larger scale, he would take it up at 
the next board meeting; right now we 
are looking into a major change which 
came about in exactly this way. The 
directors are very familiar with the 
operation of our institution, but they 
pretty much leave the technical details 
to the officers. All the way through, 
because of the undeniable value to the 
bank of having such enthusiastic 
directors, there has been and will be 
no feeling among the officers of, ‘““Who’s 
trying to run this bank, anyhow?” 


We know. We are all, officers and 
directors, trying to run it to make it 
just as good a bank as _ possible, 
furnishing our community just as 
good banking facilities as can be fur- 
nished. And if anybody’s toes get in 
the way of progress, they are quickly 
withdrawn because this is all for the 
good of the bank. Every director 
will give way on a pet idea for the good 
of the bank. At the same time, every 
one of the lot will stand his ground 
against all the rest if he sees something 
in the way which might interfere with 
our program of sound development. 


MENTION has been made of the regu- 

lar attendance. Our directors are 
business men of such caliber that by 
no means are they always. in town. 
But they come when they are here. 
The board meets once a month, in the 
evening. We notify the directors by 
letter, to avoid a more easily mislaid 
telephone memorandum. They get 
no fees of any kind, even though they 
serve on committees, beyond their fee 
for the monthly board meeting. 

We frankly do not know how we 
could possibly run our bank anywhere 
nearly so effectively without this sort 
of a board and this sort of enthusiastic 
co-operation. We are mildly mystified 
when we hear of other banks which 
somehow manage to get along without 
it. Let me, as an officer, go on record 
thus strongly: After having experi- 
enced the advantages of running a 
bank along these lines, it is simply 
unthinkable to consider doing it in 
any other way. 


Property Management Accounting 


(From page 21) properties. For properties 
requiring more monthly entries than the 
spaces of the combined form will accom- 
modate, we use separate sheets for re- 
ceipts and disbursements, and use as 
many of each sheet as needed. But in 
essentials the method is identical, differ- 
ing only in the single detail of using 
separate instead of combined sheets. 

Before the first of the month, the 
blank statement sheets are set up in 
the addressing machine section by 
running them through the machines 
and imprinting the tenants’ address 
plates which, you will recall, also carry 
the account symbol and the monthly 
rental. The amount due from the 
tenant, if any is delinquent, is now 
entered in the first column. And from 
this start, the sheet goes into the 
accounting department ledger for daily 
postings. Each ledger sheet is made 


out with an original and two carbon 
copies—or more carbon copies if the 
owner requires more than a single 
In writing to advertisers please mention The Burroughs Clearing House 


statement. These are printed up in 
multiple-fold style, and are interleaved 
with carbon paper which carries the 
carbon medium on one side on the 
upper half and on the other side on 
the lower half, thus bringing the copies 
as needed. The folded sets are carried 
in the files ready for insertion in the 
bookkeeping machines without further 
ado. At the time when the statements 
are closed at the end of the month, 
these carbon sheets are removed and 
laid aside for interleaving in the second 
month’s ledger sheets. 

Two bookkeeping machines are used 
for handling this work in our account- 
ing department —one for receipts, the 
other for disbursements. Our volume 
requires two machines, so we simplify 
by using each for a single purpose. 
Thus the accumulated totals of the 
day, before the machine is cleared, 
give us a definite control on the entries 
handled through that unit. 

The rent section of the form is so- 
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set up that there is space for four 
entries in the collection column of each 
line, likewise in the column headed 
“temporary tenant balance.” This 
accommodates partial payments, which 
are unlikely to be received more than 
four times in a single month. The last 
two columns of the sheet, ““temporary 
tenant balance’? and ‘“‘total collec- 
tions,” are separated from the main 
section of the sheet by perforation, 
much as is common banking practice 
in showing collected balances which 
are essential for the operating man but 
not for the customer’s information. 
Similarly, owners of property under 
our management are not interested in 
the various tenant balances during the 
month. So, if a tenant makes any 
partial payments, we carry these 
temporary balances on the stub, and 
at the end of the month show the final 
tenant balance by transferring it to 
the last column of the main sheet. 

Disbursements are handled on the 
lower half of the statement sheet (or 
on separate sheets for properties in- 
volving more than ten units) in a 
manner which is almost self-explana- 
tory from inspection of the statement 
sheet reproduced herewith. The only 
column which might require explana- 
tion is that headed “Class.”’ This 
refers to the classification of accounts 
for properties adopted under the 
auspices of the National Association 
of Real Estate Boards. 

As has been already explained, col- 
lections are handled on one bookkeep- 
ing machine and disbursements on 
another. The collections and disburse- 
ments of one day are posted next day, 
after sorting. The combination state- 
ment sheet goes first through one 
machine, then through the other, if 
there have been both debit and credit 
items the previous day. 

One more feature of the statement 
sheet deserves attention. At the 
bottom of the combined sheet (or of 
the disbursements sheet, if separate 
sheets are used) appears a summary 
line on which we close the account at 
the end of the month. Using this 
line gives us our monthly control on 
the account as it is closed on the book- 
keeping machine. Likewise we here 
record our management fee. This 
leaves the final closing to be accom- 
plished by check to owner or balance 
carried forward. Obviously, a trial 
balance can be obtained with minimum 
effort by using this single-line summary 
of the account. 

From this explanation of the system, 
you can readily see that it takes the 
nightmare out of monthly closing. 
The accounts are always posted up 
to date, and in balance with the 
accounting controls. Thus when we 
come to the end of the month, closing 
each account is merely a matter of 
picking up totals on the machine, 
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and thus closing. Once the account 
is closed, we remove the carbon paper, 
separate the copies, and send them 
on their ways. Even the envelopes 
are imprinted and already prepared 
by the owner’s address plate. 

The only exception comes with those 
institutions which request monthly 
statements on their own forms. These, 
of course, have to be prepared from 
our regular statements when they are 
closed at the end of the month. This 
means additional work and delay, and 
necessitates recopying of the informa- 
tion that was previously put on our 
regular statement. 

I hope that eventually standardiza- 
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tion of forms in the real estate business 
may be adopted just the same as it 
was in banking circles many years ago. 
This would eliminate a second handling 
of forms and also supply all owners 
with information that has been pre- 
pared from the same chart of accounts, 
thereby giving them information in a 
usable manner which would be pre- 
pared the same way by other agents 
all over the country. 

There are supplementary advantages 
to this system which may not have 
been apparent through reading this 
brief summary. For instance, it fre- 
quently happens that a member of our 
firm, or an owner, wishes to make a 
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¢ In these days of increasing rela- 
tionships between Government and 
business all roads lead to Washington. 
Our ninety-nine years of emphasis 
on service in the Nation’s capital 
are more important to our clients 
today than ever before. 


¢ This friendly and valuable service 
is available to clients and their cus- 
tomers at any time. 
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personal inspection of a_ property. 
When this problem arose under our 
former method, it always took some 
hurry-up copy work -to supply a list 
of tenants, rents, and vacancies — 
with a chance of errors because such 
demands usually require haste. Nowa- 
days we can supply a list within a 
very few minutes. It is necessary 
only to go to the tenants’ address 
plate file, lift out the plates, set them 
in the imprinting machine, and start 
the machine. The addressing machine 
section supplies in a very short while, 
according to the number of plates, a 
list showing every tenant and his rent. 
If, perchance, tenants’ balances are 
also desired, it is the work of a few 
minutes to copy these from the state- 
ment sheet in the ledger. 


O known measurement exists for the 

decrease in nervous strain around 
the accounting end of our office. 
Back in the days when we were closing 
some owners’ statements each day, 
the members of the accounting depart- 
ment were constantly working under a 
strain which never lessened. The 
only variation was that occasionally 
the strain increased when the work 
increased. I have yet to see a large 
property management accounting de- 
partment which is not subject to just 
such working conditions —excepting 
only ours and those that have since 
adopted this new method. 

Nor is it possible to measure the 
effect of this change upon our account- 
ing costs. The volume of our property 
management department has _ been 
steadily increasing, and naturally our 
personnel has had to increase also. 
I do know, however, that we handle a 
large volume of property management 
at the lowest possible unit cost com- 


| mensurate with good accounting that 


furnishes complete control, as well as 


_ furnishing the owner a detailed and 
comprehensive statement. 





Nor is any of this the most important 
advantage. In all immodesty, let me 
brag that we are giving the owners of 
our properties accounting and state- 
ment service which comes pretty close 
to 100 per cent in efficiency. This 
accurate record-keeping naturally has 
its effect on the physical management 
of the properties —the renting, collect- 
ing, checking of expenses, and so on — 
because the personnel in charge of 
these physical activities has access to 
complete information at all times. 

Let us likewise mention the absolute 
necessity of control in ordering ma- 
terials, supplies, and services, as well 
as the attending payment of operating 
invoices. From each branch office 
the daily invoices received and ap- 
proved for payment are reported to 
the accounting department. The in- 
voices are not listed on the daily 
report but are serially numbered by 
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machine, and the numbers only re- 
ported —from and to inclusively. This 
speeds up the report. 

Materials, supplies, and services 
are controlled by triplicate order 
blanks, and the branch office procedure 
is simple. The orders for each building 
are filed by building, and removed and 
given a report number as soon as the 
invoice is received and approved for 
payment. It is again filed by building 
directly after a guide card labeled 
“‘passed for payment.” 

Verification of the daily invoice 
report is made by the accounts pay- 
able department, and payment of the 
bills is made promptly. This is 
accomplished by a voucher payable 
machine, in which a voucher check — 
shown on page 20—is made and 
registered at one operation. 

It is regrettable that space does not 
permit us to explain and discuss several 
related forms and routines which we 
are using, such as our summary sheets 
used to summarize rent collections 
where more than one collection state- 
ment sheet is used; our reconciliations 
of monthly income, supplied the owner 
to give him a brief summary of just 
how his property stands, and the like. 
But the descriptions given here at 
least supply an understanding of the 
fundamentals of the system. 


A State Promotes 
Service Charges 


(From page 16) And at first hand the 
chairman of the commission saw exactly 
how this type of objector could harm 
the interests of the banks and of the 
public. 

“Our commission members unani- 
mously agree to the perfectly obvious 
fact that to be safe, a bank must make 
a profit,” explains Mr. Batton. “It is 
difficult to see how this proposition is 
open to argument. A bank deals in 
money, most of it belonging to other 
people. To earn a profit on this money, 
it must temporarily let the money pass 
out of its possession. No matter how 


competent the banker as a judge of | 


credits, no matter how careful he may 
be, it is inevitable that occasionally 
some of this money does not return. 
If he makes up his collection losses 
from his invested capital, he presently 


gets in such shape that the department * 


must close his bank. The only other 
source of cash for making up collection 
losses is from profits on the general 
business of the bank. Therefore we 
are definitely committed to the princi- 
ple that the welfare of the public and 
the safety of its funds requires that 
banks be profitable.” 

Because of this unanimous belief 
of the commission, it required no great 
urging to take definite action to clear 


up the stalemate in Grant County 
and surrounding territory. Section 10 
of the Indiana Financial Institutions 
Act gives the commission wide powers 
to promulgate rates and regulations 
with the force and effect of law for the 
assurance of safe banking. On Novem- 
ber 30, 1934, the commission prom- 
ulgated Special Regional Bank Regu- 
lation Number 1. This regulation put 
into effect in Grant County and the 
rest of its trade territory a schedule 
of service charges and miscellaneous 
charges identical with the wishes of 
the majority of the banks there. 

This is the first time, so far as is 
known, that any group of banks has 
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been compelled by state regulation to 
adopt service charges. Now, only a 
few months afterwards, all the banks 
affected agree that the measure is 
entirely desirable. The only dissent 
is from some of the banks which would 
like to see some of the charges upped 
to a point consonant with the findings 
of cost analysis, where the schedule is 
admittedly a bit low. 


"THERE have been no further regula- 

tions of this sort issued in Indiana. 
However, a number of regions con- 
tiguous to Grant County have ap- 
peared before the commission, re- 
quested that they be included, and 
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the regulation has been amended to 
include these additional territories. 
The present indications are that before 
Special Regional Bank Regulation 
Number 1 runs its course, it will cover 
a substantial territory considerably 
exceeding its original scope. 


[‘s most important effect, however, 

has been to lend impetus to voluntary 
adoption of service charge schedules. 
Since the regulation was promulgated 
on November 30 last, many districts 
which had previously been held back 
by one or two dissenters have managed 
to get together in adopting schedules 
close to the recommended schedule. 
Notable assistance has been lent by 
the fact that in no instance has a 
national bank been a dissenter. The 
blockade has always come from state 
institutions, which are under the 
control of the commission. Conse- 
quently the effect of the November 
regulation has been to serve notice on 
these banks that unless they change 
their minds, the commission will over- 
rule them. Since it is always pleasanter 
to go ahead without orders, the effect 
has been noticeable. 


As this is written, no survey has 
recently been made to determine 
exactly how many banks are using 
service charge schedules, either inde- 
pendently or in co-operation with their 
neighbors. Some specific facts, how- 
ever, show the way the wind blows. 
By mid-February, only three clearing 
house associations in Indiana have 
failed to adopt service charge schedules 
and prospects seem good that these 
will get together presently. County 
agreements are being registered in the 
Indiana Bankers Association head- 
quarters at the rate of more than one 
per week. And the gradual extension 
of the territory included in the Novem- 
ber regulation of the commission has 
likewise lengthened the roll. 

All told, Indiana seems well on the 
way to becoming the first state with a 
100 per cent record of adopted service 
charge schedules. Only an optimist 
can believe that this will happen next 
week or within six months. But 
several men active in the movement 
are sufficiently indiscreet to hazard 
the guess, not for quotation, that there 
is an excellent chance that this record 
may be attained before the end of 1935. 


Spring Building Drive 


(From page 5) detailed manuals to en- 
courage the same standards of property 
evaluation throughout the country. 

Some bankers have been slow to 
close long-term mortgages because of 
the lack of what they consider an 
essential factor in the FHA program, 
national mortgage associations. Title 
III of the act permits the administrator 
to charter these associations to deal 
in insured mortgages so as to provide 
the banks with a ready market for their 
real estate paper when they need 
liquidity. The plan is that these 
associations will purchase mortgages 
at par, with no discount, although the 
bank which made the loan will con- 
tinue to service it, and they will 
operate on a national scale so that in 
effect investors’ funds in one section 
of the country will aid home owners 
in distant sections. 

The reason why no national mort- 
gage associations have been formed to 
date is that the law requires them to 
have a capitalization of $5,000,000 and 
gives the FHA rather full control over 
their operations. Financiers have been 
hesitant about investing so much 
money in a new venture. But one 
provision of the bill to amend the 
Home Owners’ Loan Corporation law, 
already passed in the House, will reduce 
the capital requirement of FHA na- 
tional mortgage associations to $2,000,- 
000, and with this lower requirement 
and with the showing of progress which 
is becoming more evident daily, it is 


expected that associations will be 
formed as rapidly as banks have in- 
sured mortgages for them to purchase. 
Moreover, the recent amendment to 
the Reconstruction Finance Corpora- 
tion law permits the RFC to purchase 
stock or make loans to national mort- 
gage associations formed under FHA 
auspices, and this is counted on to 
speed formation of these organizations 
when they are needed. 

The present demand for national 
mortgage associations is more psycho- 
logical than actual, FHA officials 
believe. Even if any were set up now 
there would be scarcely any business 
for them because banks have not yet 
had any need to dispose of mortgage 
paper. FHA officials state positively 
that they have assurance that as soon 
as sufficient business develops there 
will be national mortgage associations 
in the field, whether or not Congress 
reduces the amount of capital required. 

The national housing act is pretty 
much a bankers’ law, so it is natural 
that it should be administered pretty 
much by bankers and other practical 
business men. 

At the top, of course, is Adminis- 
trator James A. Moffett, square-shoot- 
ing former vice-president of the Stand- 
ard Oil Company of New Jersey, 
and scarcely a “brain truster.” His 
Deputy Administrator in charge of 
modernization credits is Albert G. 


Deane, the man who developed the 
installment selling plans for General 
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Motors cars, refrigerators and radios. 

In general charge of Title II is 
Deputy Administrator J. Howard 
Ardrey, former vice-president of the 
Guaranty Trust Company and who 
describes himself as a “hard-boiled 
Wall Street banker” but whose metro- 
politan veneer fails to conceal the big- 
hearted Texan he is. At first the 
plan was to have the two parts of 
FHA kept separate, but soon it was 
realized that houses are houses and 
banks are banks, so FHA has just 
gone through a “renovizing” process 
of its own and now the supervision of 
modernization credit and mortgage 
insurance are done by the same staff 
as far as possible. 


T° accomplish this, the title of Di- 

rector of Mortgage Insurance was 
given to Robert M. Catherine, who 
since last August has been special 
assistant to the administrator. Mr. 
Catherine’s entire business experience 
has been concerned with mortgages 
and banking. From 1905 to 1922 he 
was connected with the Title Guaranty 
and Trust Company of New York, 
and then was vice-president of the 
Bank of Manhattan Company of New 
York, in charge of the Uptown Divi- 
sion comprised of sixteen branches. 
Later he was president of the National 
Bronx Bank of New York, a post he 
left to join the FHA. Mr. Catherine 
has direct responsibility for the activi- 
ties of the mutual mortgage insurance 
program. 

All bank contact matters of what- 
ever nature clear through Downing 
Reinbrecht, another ex-banker who 
is in charge of financial relations. 

A pilot in the Army Air Corps dur- 
ing the war, Mr. Reinbrecht was later 
assistant cashier of the National City 
Bank of New York, and more recently 
was an examiner for the Federal 
Deposit Insurance Corporation. When 
the FHA was organized he became 
assistant to Roger Steffan, Director of 
Modernization Credits, and succeeded 
him when Mr. Steffan returned to 
private business. 

Savings, building and loan relations 
are in special care of John R. B. Byers. 
A graduate of the University of Pitts- 
burgh and Columbia University, both 
his education and training make him 
well qualified in this field. Prior to 
taking over his duties with the FHA, 
Mr. Byers was senior member of the 
firm of Byers and Dunn, specialists in 
building and loan auditing, accounting 
and appraising; editor of the Savings 
Building and Loan Journal; economist 
of the Metropolitan League of Savings 
and Loan Associations; auditor of the 
Savings and Loan Bank of the State 
of New York; and member of the New 
Jersey Building and Loan League 
Liquidity Committee. He was for- 
merly connected with the National 
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Bank of Commerce in New York City, 
and is the author of a two-volume work 
on savings, building and loan account- 
ing. 

With its revised regulations, its 
completed field organization, and its 
headquarters staff comfortably housed 
in the old Department of Justice 
Building which it modernized from top 
to bottom as evidence that it practices 
what it preaches, the Federal Housing 
Administration is all set to handle any 
amount of real estate credit business 
that the financial institutions send its 
way. But it is not going to wait for 
trade. FHA officials feel that Con- 
gress has directed them to revive the 
building business to relieve unemploy- 
ment and to lift the standards of 
American housing. 

Bank credit for remodeling and for 
home financing is simply a means to 
this end. The big job is to sell Mr. 
and Mrs. America on the idea that 
now is the time to fix up the old home 
or buy a new one and that a reasonable 
and practical method of financing the 
deal is now available. The spring 
promotion drive is designed to do just 
this in a big way. 

The job is being handled exactly the 
way a big corporation handles its 
selling problem. First the field men 


of the FHA were called to Washington 
for a series of educational and pep 
meetings. Then, during the latter 
part of March, a series of three-day 
conferences were to be held in thirty- 
three cities at which bankers, con- 
tractors, architects, builders and supply 
dealers rehearsed the selling program 
carefully. The actual selling comes 
through better housing campaigns 
conducted by local committees in 
every city in the country of more than 
10,000 population and in rural regions. 

The groundwork for the local cam- 
paigns was to be laid in this series of 
meetings. 

As there are now 12,638 financial 
institutions approved for FHA modern- 
ization loans representing 93 per cent 
of the banking resources of the coun- 
try, most bankers are pretty familiar 
with this plan if not with its nation- 
wide results. As of a recent date 
106,000 loans had been made, averag- 
ing $422 each and totaling $44,772,000. 
The average duration of the loans is 
twenty-eight months, and the average 
income of the makers is $2,825. For 
every dollar borrowed for moderniza- 
tion under this plan it is estimated 
that four or five dollars of cash is spent 
for the same type of work by people 
who do not need the credit but who 
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have put off remodeling or repainting 
until the better housing drive started. 

Banks which were skeptical about 
making this type of personal credit 
loan at first should be encouraged by 
statistics on collections. A check of 
fifty-seven large banks brought the 
report that less than one half of 1 per 
cent of the borrowers were more than 
fifteen days delinquent in their monthly 
payments. Only three claims have 
been made for the FHA insurance out 
of the more than 100,000 loans insured. 
However, as banks may wait thirteen 
months after default before claiming 
insurance, this figure may be somewhat 
optimistic as a forecast of results. 

These figures show that banks are 
not taking on bad risks under the 
FHA plan, and the officials insist that 
this type of personal credit to home 
owners, repaid on a monthly basis 
measured by ability to pay, is the 
very highest type of credit in a com- 
munity. They report that on the 
whole banks are enthusiastic about 


the plan, particularly those which 
previously had not attempted to 
develop a personal loan department. 
Entirely new credit has been opened 
up, as these loans would not have 
been made had it not been for FHA. 
Banks are making new contacts, 
attracting new customers, and making 
themselves well and favorably known 
in their communities as a result of 
these modernization loans. Several 
banks have announced their intention 
of continuing this type of credit after 
the Title I of the housing act expires 
on January 1, 1936. After the first 
month or two there have been no 
more complaints about the 5 per cent 
discount and the fact that the total 
return to the bank figures out about 
9.7 per cent. An examination of 
other installment sales and personal 
credit plans shows that the FHA plan 
is the cheapest form of monthly pay- 
ment loan available and that the 9.7 
rate is not all interest but is partly a 
service charge. 


Warehouse Receipts as Collateral 


(From page 13) field warehouse receipts, 
so far as my knowledge goes, such 
losses have not been fairly ascribable 
to the field warehousing company. 

For the field warehousing company 
does not undertake to tell the banker 
how much he shall loan against any 
given commodity at any given time, or 
how long he shall carry that loan. 

The field warehouse receipt simply 
agrees to deliver the commodity to the 
holder of the receipt upon demand. 

To that extent the warehouseman’s 
receipt is largely like a demand certifi- 
cate of deposit issued by a bank— 
something, by the way, which appears 
to have passed into the limbo of for- 
gotten things. The holder of the re- 
ceipt, therefore, is entitled only to the 
merchandise. He is not entitled to the 
amount of money that he loaned upon 
the same or the interest or any specified 
market value. 

To state the proposition in other 
words, it is the banker’s duty to de- 
termine the value of the merchandise 
and the amount of money that he 
wishes to loan against the same. The 
sufficiency of the margin, the condition 
of the market for the commodity, the 
time at which the loan should be 
liquidated, the deterioration of the 
commodity —all of these are features of 
the situation for which the responsi- 
bility falls on the banker. 

In the past fifteen years I have 
loaned millions of dollars upon field 
warehouse receipts of several different 
companies, with consistent satisfac- 
tion. The commodities have ranged 
from coal on dock, scrap iron in yard 
and leather in warehouse, to canned 
goods of all kinds, as well as empty 


In writing to advertisers please mention The Burroughs Clearing House 


tin cans and all kinds of cheese. 

In these operations I have had much 
counsel and help from the field ware- 
housing companies, but I have always 
felt that the responsibility for the 
liquidation of these loans depended 
upon me, and especially to see that the 
margin was at all times sufficient, that 
the storage charges were paid, and that 
frequent audits were made. 

There are a number of experienced 
field warehousing companies in the 
United States, one or two with a long 
record of successful operation. Per- 
sonally, I have always felt that experi- 
ence was worth much in this field. 

A few glaring pitfalls with regard to 
this subject may be mentioned. For 
instance, a field warehousing company 
organized within a company as a sub- 
sidiary merely for the purpose of pro- 
viding warehouse receipts as collateral, 
is not good practice. 

A warehouseman must be a “‘bailee 
for hire,” otherwise the uniform ware- 
housing act operative in most states in 
the Union, would not prevail. 

The well organized companies with 
some financial responsibility of their 
own, have an elaborate system of re- 
leases printed on special types of 
paper, issued in triplicate or quad- 
ruplicate. Their records are clear and 
concise. They issue both negotiable 
and non-negotiable instruments. In 
this connection, unless the receipts are 
destined to pass through many hands, 
it is better to have non-negotiable re- 
ceipts issued in the name of the banker. 
A non-negotiable receipt offers many 
factors of safety over the negotiable 
instrument, which will be readily ap- 
parent on reflection on the part of any 
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banker accustomed to dealing in possi- 
bilities as well as probabilities. 

Some warehouse companies make a 
practice of financing as well as ware- 
housing commodities. Field warehous- 
ing companies with which I have had 
the most experience, do not finance or 
in any way extend credit beyond the 
current warehousing charges from 
month to month. 

Other features of field warehouse 
receipts to be taken into.consideration 
by bankers contemplating loans on 
them, are their availability for redis- 
count, the information to be had re- 
garding any particular company 
through the American Warehouse- 
men’s Association, the validity of 
receipts as passed upon by your coun- 
sel, and the consultation service fur- 
nished by the warehouseman. 

Field warehousing receipts issued by 
recognized companies have stood the 
test of time, experience and the worst 
depression this country has ever seen. 
In all the welter of receiverships, 
trusteeships, closed banks, and gen- 
erally chaotic financial conditions, 
these receipts have stood up as con- 
veying title to the commodity. 

For the banker who is not afraid to 
make a study of values, who is not too 
busy to watch his collateral, and who 
is willing to go thoroughly into a situa- 
tion, I commend them as documents on 
which they may rely for title to col- 
lateral which it is physically impossible 
to fit into the vaults but which is good. 

And so, after all, perhaps, it may 
seem, to you, like “loaning money to a 
man on his watch and then letting the 
man carry his watch”’ but there is this 
difference —there is a guardian always 
with him carrying his watch, who will 
not turn it over for sale or other dis- 
posal, until that guardian is told to do 
so by his banker. 


LEGAL DIGEST 


(From page 18) 


Pay Trust in Cash 


A trustee bank entered into a trust 
agreement whereby the trust could be 
terminated on thirty days’ notice by 
either the bank or the beneficiary. The 
agreement provided that the bene- 
ficiary could get the trust estate in 
cash or in securities whose purchase 
she had directed. 

Upon termination of the trust by 
the beneficiary, the latter demanded 
the full estate in cash. The money, 
however, was invested in mortgage 
participations, which the trustee bank 
could not liquidate, but whose pur- 
chase was not directed. 

The bank contended that to con- 
strue the agreement as an absolute 
promise to pay the estate in cash, 
regardless of the condition of the 
investments at the time of termination, 
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would in effect make the bank a 
guarantor of the mortgages and an 
insurer of the fund. Both these func- 
tions, guarantee and insurance, the 
bank urged, were outside its corporate 
legal powers. 

The trust agreement, the court held, 
is neither a guarantee of the mortgage 
participations nor an insurance. Asa 
matter of contract, the agreement to 
repay the trust fund in cash upon 
termination of the trust and demand 
by the beneficiary, is the trustee 
bank’s primary obligation; and the 
bank must perform its undertaking by 


paying the principal of the trust fund HAY-ADAMS HOUSE 
in cash to the beneficiary. (Roberts 








Estate, 83 Pittsburgh (Pa.) Legal re be SOXTEENT 
Journal, 17; also 175 Atlantic Re- »MGR.. 
porter, 689.) WASHINGTON ° D.C 
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367.50 | | } 6 ws. 45.00: 322.50 1500004 4399.57 6899.57} 1,500.00: 
1,348.02 | | PROOF TOTALS 70 637 1,291.80 
| | | | 1,291.80 1,065.004 
} | 
| | | 
| | o : 
| Trust Name Estate of J. Suste Trust No. 340 
} Address 429 City Gave 
| = INCOME CASH it PRINCIPAL CASH | 
} DaTs NO DESCRIPTION T 
l RECEIVED DISBURSED BALANCE RECEIVED OLSBURSED BALANCE | 
| 
wt 9% | 340 | BALANCE BROUGHT FORWARD 310.20 31020) 467142 467142 | 
sm 9% | 340 | OIS*T TO LAURA SwITH QUARTERLY Payu'T| 300.00- 10. | 
| ‘wa 25 % | 340 | PAIO PARKER AMO CO FUMERAL EXPENSE J | | 
| SutTn DECEASED 750.00- 4921.42 | 
| | FOB 27% | 340 |REC*O PAYMENT ST LOUIS GENERATOR CO | | 
} | MOTE DUE MAR ft INT 6 MOS 6f 180.00) 19020 | 6000.00 992142 | 
| | wa 1% | 340 | PUR 300 SHS ANACONDA COPPER AT $10.00 | } 
| | GROKERAGE FEE & TAX § 21.65 | 3021.85. 6899.57 | 
| | | wei) % | 340 | RENT 621 € Or ST FOR MAR L HARRIS 177.30 367.50 | | | 
| tw 15% | 340 | PAID WTGE LOT 1 BLK 22 SMITH & | | | 
| ADO 624 TURNER AVE. INT ON ABOVE | 
} | 6 0s. 45.00- 322.50 2,50000-] $399.57 | | 
| | 
| i | | 
— = 
CASH STATEMENT 
Trust Name Estare of J. Swttn Trust No. 340 | | 
Address 429 City Bivo | 
—_ | INCOME CASH if PRINCIPAL CASH 
ore | mo ee [Ceacervan | owsunsen | eatance | receiven | oimpuran> | BALANCE | 
| mn 1% | 340 | BALANCE BROUGHT FORWARD 190. 19020] 9921.4. | 9ge142 
| wh 1% | 340 | PUR 300 SHS CONDA COPPER AT $10.00 | 
| BROKERAGE FEE &@ Tax § 21.85 | 3,021.85 6899.57 ] 
wa 11% | 340 | RENT 62) E OTn ST FOR MAR L HARRIS 177.30) 367.50 | 
wa 15% | 340 | PAID MTGE LOT 1 BLK 22 SuITH & GROVERS| | } 
ADO 624 TURNER AVE, INT OM ABOVE | | | 
| 6 Os. | 45.00 322.50 | 1,500.00 5399.57 
| | 
| | | | 
| a 
| TRUST LEDGER 
| INVESTMENT AND LIABILITY CONTROL 
Trust Name Estate of J Suit Trust No. 340 } 
1 | | 
| ™ INVESTMENTS LIABILITIES | 
DaTEe NO. DESCRIPTION 
| | RECEIVED | DELIVERED | BALANCE | INCREASE | DECREASE | BALANCE | 
| FOB 27% | 340 | BALANCES F 430,380.21 43038021 | 4900 | 490000 
FOB 27% | 340 | REC'D PAYWENT ST LOUIS GEN NOTE 6000.00-| 42438021 | 
| ma 1% | 340 | PUR SrS ANACONDA COPPER AT §10.00 
| | | BROK FEF & TAX $21.85 3021.8 427,402.06 | | 
| | | ™ 15% | 340 | PAID MTGE LOT 1 BLK 22 SMITH & GROVERS: | } 1,500.00: 4400.00 | 
| | | | | 
| } | | | | 
| } 
| | | | 
} | | | | | 
| | | | | 
1 = ot _——— | = 
— 
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ACCURATE TRUST ACCOUNTING 


BURROUGHS TRUST MACHINE 


This machine meets the requirements of any accounting plan in any 
trust department, large or small. With its many automatic features 
it posts all records quickly, easily and accurately. It effects definite 
savings in accounting costs, provides up-to-the minute information, 
builds good will among customers and produces improvements that 
merit consideration by every trust department. For complete informa- 
tion about Burroughs Trust Machine and its many advantages call 
the nearest Burroughs office. 


BURROUGHS ADDING MACHINE COMPANY-- DETROIT, MICH. 


Burroughs Adding Machine of Canada, Limited . . . Windsor, Ontario 
Offices in All Principal Cities of the World 
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A BANKING MUMBO JUMBO 


When a plumber or a dog catcher 
takes his pen in hand he feels that he 
must complain publicly about some- 
thing. The world’s problems weigh 
heavily and at first sight there appears 
to be a wide range of professions out- 
side his own which should have the 
benefit of his advice. He soon dis- 
covers, however, that his field is 
limited. The doctors and druggists 
have been mean enough to surround 
their calling with an impressive dead- 
language terminology. Even the law- 
yers have been miserable enough to 
include such dialectic gems as “‘Donatio 
Mortis Causa” and ‘Fieri Facias’’ in 
their everyday conversation. 

There is however that good old 
standby “‘Money and Banking” which 
can be safely and authoritatively dis- 
cussed. There are few high-sounding 
terms. All one requires to enter the 
broad field of banking criticism and 
monetary reform is a complaint com- 
plex, a glass and a pitcher of water or 
.the urge to see one’s name in the 
public prints. It is obvious that what 
banking needs more than anything 
just now is a little “‘Mumbo Jumbo,” 
and it is unfortunate that bankers can 
not borrow some of the terms the 
geologists use. Just imagine how the 
critics would be confounded if over- 
drafts were referred to as diabase 
intrusions and if banking castigators 
and politicians had-to spell out and 
pronounce such terms as hornblende, 
plagioclase, gneiss and pegmatite 
magma. The banking vocabulary 
should be pepped up. Then perhaps 
dog catchers will go back to catching 
dogs and let bankers get on with 
their work. 


TRUST AND LOAN COMPANIES 


While the Dominion of Canada has 
now reached the rather mature age of 
sixty-eight years, there are a number 
of trust and loan companies in existence 
that were present when the bells were 
rung to celebrate the birth of a new 
country. Among these is the Canada 
Permanent Mortgage Corporation 
which recently celebrated its eightieth 
anniversary. George H. Smith, first 
vice-president and general manager, 
made an interesting reference to the 
company’s early history at the last 
annual meeting. He said that the 
financial statement presented at the 
first directors’ meeting showed paid- 
up-capital of £4,250, deposits of 
£8,238, and assets of £17,188 12s. 4d. 


by G. A. G. 





The figures, indicative of the period 
when accounts were kept in pounds, 
shillings and pence, were submitted 
nearly twenty years before the Do- 
minion had a uniform currency. The 
rapid development of the trust and 
loan business in Canada is illustrated 
by the 1934 statement of the Canada 
Permanent Mortgage Corporation and 
its Trust Company which showed com- 
bined assets of $108,553,358. 


TRANSFERRING EMPLOYEES 


“Please instruct Mr. S to report 
at Blank branch” is the familiar 
beginning of the head office transfer 
letter which sends Officer S to a new 
post. Canadian commercial banks 
have long continued the policy of 
moving employees from branch to 
branch to give them varied experience 
and responsibilities. The expenses of 
this staff movement are borne by the 
bank and some indication of the total 
involved is shown in a return filed with 
the House of Commons banking com- 
mittee. One bank reported that in 
1933 it paid traveling expenses amount- 
ing to $81,470 to transfer 1,390 
officers, an average of $58 for each. 
Another bank reported that transfers 
had amounted to $5,134 at an average 
expense of $24.56. 


THE KING GEORGE DOLLAR 


Canada has one of the last unspoiled 
playgrounds of the world in_ her 
northern sections with a $200,000,000 
tourist trade based on its scenic attrac- 
tions. Many Canadians are coming 
round to the belief that the association 
of the country with a little Hollywood 
northern atmosphere should be con- 
sidered an asset and capitalized to its 
full extent. This has been prompted 
by the criticism of the design of 
Canada’s new silver dollar which has 
appeared in the Dominion. The new 
cart wheel will be minted and circu- 
lated in May as a commemorative 
token of the twenty-fifth anniversary 
of King George’s accession to the 
throne and will bear the likeness of 
His Majesty on one side. It is, however, 
the design on the reverse which dis- 
plays a Canadian “‘voyageur” and an 
Indian on a background of northern 
lights passing a rocky inlet which has 
drawn some disapproval. While it is 
admitted that the subject has been 





admirably executed, it is suggested 
that some industrial, farming or mining 
scene would have been more indicative 
of present-day Canadian activity. It 
is understood that Finance Minister 
E. N. Rhodes suggested the design on 
the new “George Dollar.” If that is 
so, it is probable that the shrewd 
minister realized that the historic 
““voyageur’” scene would appeal more 
to numismatists and collectors than 
some prosaic conception of modern 
industry. Meanwhile out in British 
Columbia, the Silver Province, the 
Silver Dollar Association has come out 
strongly for the new coin and has 
appealed to citizens to give it their 
full support. 


THREE P’S VERSUS SAVING 


A savings bank officer once said that 
the longer the route to the bank the 
smaller the figures in the savings 
account. He elaborated this bit of 
wisdom by saying that the three “Ps” 
lay in wait for every wage earner’s 
check. They were “Pleasure” ‘Pro- 
crastination” and “‘Prodigality.” The 
Ontario Provincial Savings Bank evi- 
dently is going to remove this element 
of risk for the Ontario civil servants. 
A new office has been established right 
in the parliament buildings at Toronto 
for the convenience of government 
employees and will be operated as a 
subsidiary to the Bay and Adelaide 
branch. The Province of Ontario has 
eighteen savings offices in different 
sections of the province with some 
$20,000,000 on deposit. 


THE 1934 STANDING COMMITTEE 


The 1934 select standing committee 
of the Canadian House of Commons 
on banking and commerce have been 
declared winners over their 1923 
predecessors in wordage by a bare 
margin of twenty pages. In 1923 when 
the decennial revision of the Bank Act 
came before the committee the printers 
were able to crowd the proceedings 
into 1,060 pages. The 1934 committee 
however required a 1,080 page report, 
a record for other committees to shoot 
at. The volume recently issued from 
Ottawa makes interesting reading. 
While such topics as Monetary Policy 
in Yugoslavia, The Scriptures, and 
Salmon Fishing Off the Island of 
Anticosti, are included, there is a lot 
of useful and instructive material 
which could be well digested by 
young officers. 


PRODUCED IN THE BURROUGHS PRINT SHOP 
AT DETROIT, MICH., U.S.A. 
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